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1.  PRESIDENT’S  MESSAGE 


To  the  Congress  of  the  United  States: 

With  a  great  sense  of  purpose,  I  present 
to  the  Congress  my  budget.  It  offers  more 
than  a  plan  for  funding  the  Government 
for  the  next  year;  it  offers  a  new  vision 
for  governing  the  Nation  for  a  new  generation. 

For  too  long,  politics  in  Washington  has 
been  divided  between  those  who  wanted  big 
Government  without  regard  to  cost  and  those 
who  wanted  small  Government  without  regard 
to  need.  Too  often  the  result  has  been 
too  few  needs  met  at  too  high  a  cost. 
This  budget  offers  a  new  approach — a  different 
approach  for  an  era  that  expects  a  Federal 
Government  that  is  both  active  to  promote 
opportunity  and  limited  to  preserve  freedom. 

Our  new  approach  is  compassionate: 

It  will  revitalize  our  public  schools  by 
testing  for  achievement,  rewarding  schools 
that  succeed,  and  giving  more  flexibility  to 
parents  of  children  in  schools  that  persistently 
fail. 

It  will  reinvigorate  our  civil  society  by 
putting  Government  on  the  side  of  faith- 
based  and  other  local  initiatives  that  work — 
that  actually  help  Americans  escape  drugs, 
lives  of  crime,  poverty,  and  despair. 

It  will  meet  our  Nation’s  commitments 
to  seniors.  We  will  strengthen  Social  Security, 
modernize  Medicare,  and  provide  prescription 
drugs  to  low-income  seniors. 

This  new  approach  is  also  responsible: 

It  will  retire  nearly  $1  trillion  in  debt 
over  the  next  four  years.  This  will  be  the 
largest  debt  reduction  ever  achieved  by  any 
nation  at  any  time.  It  achieves  the  maximum 
amount  of  debt  reduction  possible  without 
payment  of  wasteful  premiums.  It  will  reduce 
the  indebtedness  of  the  United  States,  relative 
to  our  national  income,  to  the  lowest  level 
since  early  in  the  20th  Century  and  to 
the  lowest  level  of  any  of  the  largest  industrial 
economies. 


It  will  provide  reasonable  spending  increases 
to  meet  needs  while  slowing  the  recent  explo¬ 
sive  growth  that  could  threaten  future  pros¬ 
perity.  It  moderates  the  growth  of  discre¬ 
tionary  spending  from  the  recent  trend  of 
more  than  six  percent  to  four  percent,  while 
allowing  Medicare  and  Social  Security  to 
grow  to  meet  the  Nation’s  commitments  to 
its  retirees. 

It  will  deliver  tax  relief  to  everyone  who 
pays  income  taxes,  giving  the  most  dramatic 
reductions  to  the  least  affluent  taxpayers. 
It  will  also  give  our  economy  a  timely 
second  wind  and  reduce  the  tax  burden — 
now  at  the  highest  level  as  a  percentage 
of  Gross  Domestic  Product  since  World  War 
11. 

Finally,  this  new  approach  begins  to  confront 
great  challenges  from  which  Government  has 
too  long  flinched.  Social  Security  as  it  now 
exists  will  provide  future  beneficiaries  with 
the  equivalent  of  a  dismal  two  percent  real 
rate  of  return  on  their  investment,  yet  the 
system  is  headed  for  insolvency.  Our  new 
approach  honors  our  commitment  to  Social 
Security  by  reserving  every  dollar  of  the 
Social  Security  payroll  tax  for  Social  Security, 
strengthening  the  system  by  making  further 
necessary  reform  feasible. 

Medicare  as  it  exists  does  not  adequately 
care  for  our  seniors  in  many  ways,  including 
the  lack  of  prescription  drug  coverage.  Yet 
Medicare  spending  already  exceeds  Medicare 
taxes  and  premiums  by  $66  billion  this 
year,  and  Medicare  will  spend  $900  billion 
more  than  it  takes  in  over  the  next  10 
years.  Reform  is  urgently  needed.  Our  new 
approach  will  safeguard  Medicare  by  ensuring 
that  the  resources  for  reform  will  be  available. 

New  threats  to  our  national  security  are 
proliferating.  They  demand  a  rethinking  of 
our  defense  priorities,  our  force  structure, 
and  our  military  technology.  This  new  ap¬ 
proach  begins  the  work  of  restoring  our 
military,  putting  investments  in  our  people 
first  to  recognize  their  importance  to  the 
military  of  the  future. 
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It  is  not  hard  to  see  the  difficulties  that 
may  lie  ahead  if  we  fail  to  act  promptly. 
The  economic  outlook  is  uncertain.  Unemploy¬ 
ment  is  rising,  and  consumer  confidence  is 
falling.  Excessive  taxation  is  corroding  our 
prosperity.  Government  spending  has  risen 
too  quickly,  while  essential  reforms,  especially 
for  our  schools,  have  been  neglected.  And 
we  have  little  time  before  the  demographic 
challenge  of  Social  Security  and  Medicare 
becomes  a  crisis. 


We  cannot  afford  to  delay  action  to  meet 
these  challenges.  And  we  will  not.  It  will 
demand  political  courage  to  face  these  prob¬ 
lems  now,  but  I  am  convinced  that  we 
are  prepared  to  work  together  to  begin  a 
new  era  of  shared  purposes  and  common 
principles.  This  budget  begins  the  work  of 
refining  those  purposes  and  those  principles 
into  policy — a  compassionate,  responsible,  and 
courageous  policy  worthy  of  a  compassionate, 
responsible,  and  courageous  Nation. 


George  W.  Bush 


February  28,  2001 
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11.  BUDGET  HIGHLIGHTS 


A  New  Approach  to  Budgeting 

Moderate  Growth  in  Government  and  Fund  National  Priorities: 

•  Moderates  recent  rapid  growth  in  spending,  while  funding  national  priorities, 
paying  down  the  debt,  and  providing  tax  relief. 

•  Strengthens  and  reforms  education,  granting  the  Education  Department  the 
largest  percentage  spending  increase  of  any  Department  (11.5  percent  in¬ 
crease  in  2002). 

•  Saves  the  entire  Social  Security  surplus  ($2.6  trillion)  and  commits  to  reform¬ 
ing  the  program. 

•  Spends  every  penny  of  Medicare  tax  and  premium  collections  over  next  10 
years  only  on  Medicare.  Modernizes  and  reforms  Medicare. 

•  Restores  commitment  to  military  personnel  and  begins  transition  to  a  21st 
Century  force  structure. 

Debt  Reduction:  Achieves  historic  levels  of  debt  reduction,  retiring  the  maximum 
amount  of  debt  possible  over  10  years  ($2  trillion). 

Tax  Relief:  Lets  taxpayers  keep  roughly  one-fourth  of  the  surplus  they  produced 
($1.6  trillion  over  10  years). 

By  the  Numbers: 

•  Allocates  projected  $5.6  trillion  surplus  over  10  years.  Breakdown  of  surplus: 
— Saves  all  of  Social  Security  surplus  ($2.6  trillion)  for  Social  Security. 

— Provides  $1.6  trillion  in  tax  relief  over  10  years. 

— Creates  an  unprecedented  $1.4  trillion  reserve  for  additional  needs,  debt 
service,  and  contingencies. 

•  Produces  a  $231  billion  total  surplus  in  2002. 

•  Reduces  historically  high  income  tax  burden. 

•  Moderates  recent  explosive  growth  in  discretionary  spending  to  4.0  percent 
growth  in  2002,  an  increase  of  $26  billion  over  2001. 

•  Moderates  growth  in  spending  by  making  reductions  in  one-time  spending, 
unjustified  programs,  duplicative  programs,  and  programs  that  have  com¬ 
pleted  their  mission  in  2002. 
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A  New  Approach  to  Budgeting — Continued 

Initiative  Highlights: 

•  K-12  Education.  Increases  funding  for  elementary  and  secondary  education  by 
$1.9  billion  in  2002  over  2001  funding,  a  10-percent  increase. 

•  Reading.  Fully  funds  President’s  Reading  First  initiative  at  $900  million  in 
2002,  more  than  tripling  funding  for  reading. 

•  Medicare.  Sets  aside  $153  billion  over  the  next  10  years  for  Medicare  mod¬ 
ernization,  including  integration  of  prescription  drug  coverage  and  the  Imme¬ 
diate  Helping  Hand  program. 

•  National  Institutes  of  Health  (NIH).  Continues  commitment  to  double  NIH,  by 
providing  a  $2.8  billion  increase  for  NIH,  the  largest  annual  funding  increase 
in  NIH’s  history. 

•  WIC.  Funds  the  Special  Supplemental  Nutrition  Program  for  Women,  Infants, 
and  Children  (WIC)  at  7.25  million  individuals  a  month,  maintaining  current 
program  level. 

•  Conservation.  Provides  the  highest  ever  request  for  the  Land  and  Water  Con¬ 
servation  Fund  -  fully  funding  the  program  at  $900  million. 

•  Energy  Assistance.  Nearly  doubles  the  existing  Weatherization  Assistance 
Program  providing  an  increase  of  $1.4  billion  over  10  years. 

•  Community  Health  Centers.  Launches  a  doubling  of  the  number  of  people 
served  by  Community  Health  Centers  by  adding  1,200  new  sites. 

•  Provides  tax  relief  to  all  Americans  who  pay  income  tax. 

•  Reduces  the  marriage  penalty. 

•  Ends  the  death  tax. 

•  R&D  tax  credit.  Permanently  extends  the  research  and  development  (R&D) 
tax  credit. 

•  Tax  incentives.  Provides  other  tax  incentives  for  education,  farmers,  the  dis¬ 
abled,  health  care,  the  environment,  and  charitable  purposes. 

•  National  Defense.  Provides  a  $14.2  billion  increase  in  Department  of  Defense 
spending  in  2002  to  begin  to  arrest  the  decline  in  national  security,  including 
$1.4  billion  for  military  compensation  to  improve  quality  of  life  and  reenlist¬ 
ment  and  retention  of  military  personnel,  $2.6  billion  for  research  and  devel¬ 
opment  for  new  technologies  (including  missile  defense  alternatives),  and  $400 
million  to  improve  housing  for  our  military  members  and  their  families. 

•  International  security.  Improves  embassy  security  overseas,  adding  $1.2 
billion. 


III.  OVERVIEW  OF  THE 
PRESIDENT’S  10-YEAR  BUDGET 

PLAN 
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Chart  III-l.  President’s  10-Year  Budget  Plan 


Allocating  $5.6 
Trillion  Surplus, 
2002-2011 


Allocating  $28.0 
Trillion  in 
Revenues, 
2002-2011 


Chart  III-2.  President's  10-Year  Budget  Plan 


Debt  Management  Challenges 


III.  OVERVIEW  OF  THE  PRESIDENT’S 
10-YEAR  BUDGET  PLAN 


Governing  Principles 

The  President’s  budget  plan  is  shaped 
around  a  clearly  defined  goal — the  conviction 
that  Government  should  play  a  role  that 
is  both  activist  and  limited.  The  Government 
has  an  important  role  to  play  in  fostering 
an  environment  in  which  all  Americans  have 
the  opportunity  to  better  themselves  and 
their  families.  This  is  done  by  providing 
good  educational  opportunities  for  all  youths; 
allowing  families  to  keep  more  of  their  incomes 
and  thus  easing  their  way  up  the  income 
ladder;  keeping  our  commitments  to  the  elder¬ 
ly  and  future  generations;  keeping  the  peace; 
and  ensuring  that  communities  have  the 
ability  to  minister  to  their  local  needs. 

However,  Government  must  be  careful  not 
to  overstep  and  to  ensure  that  it  keeps 
the  commitments  it  makes.  It  must  also 
take  lessons  from  the  private  sector,  finding 
ways  to  increase  efficiency  and  customer 
satisfaction.  Government  has  had  difficulty 
doing  this  in  the  past.  It  is  the  Administra¬ 
tion’s  objective  to  change  this  track  record, 
by  making  the  Government  more  accountable 
and  ultimately  raising  citizens’  confidence 


in  the  ability  of  Government  to  work  in 
partnership  with  the  private  sector  to  raise 
standards  of  living  for  every  American. 

Allocating  the  Taxpayers’  Dollars 

Over  the  next  10  years,  the  Federal  Govern¬ 
ment  is  projected  to  collect  $28  trillion  in 
revenues  from  American  taxpayers.  The  Presi¬ 
dent’s  Budget  devotes  roughly  $22.4  trillion 
to  extend  the  Government  we  have  today, 
including  the  President’s  new  initiatives. 

This  leaves  a  $5.6  trillion  surplus.  The 
President’s  Budget  takes  a  cautious  approach 
to  allocating  this  staggering  sum,  starting 
by  saving  the  entire  Social  Security  surplus — 
nearly  50  percent  of  the  total  surplus — 
for  Social  Security  and  debt  retirement.  None 
of  the  Social  Security  surplus  will  be  used 
to  fund  other  spending  initiatives  or  tax 
relief. 

By  devoting  these  revenues  to  debt  retire¬ 
ment,  the  Nation  will  be  able  to  pay  off 
all  the  debt  that  can  be  redeemed — an  historic 
$2  trillion  reduction  in  debt  over  the  next 
10  years.  The  only  remaining  debt  will  be 
those  securities  with  maturity  dates  beyond 


Footnotes  for  Charts  III-l  and  III-2 

Save  Social  Security  Surplus:  The  entire  Social  Security  surplus  will  be  saved  and  set  aside  for  Social 
Security  and  debt  reduction. 

Tax  Relief:  Includes  creation  of  new  10-percent  individual  income  tax  bracket,  reductions  in  existing  individual 
income  tax  brackets,  expansion  of  child  tax  credit,  marriage  penalty  relief,  death  tax  relief,  charitable  giving 
incentives,  extension  of  R&E  tax  credit,  and  other  provisions.  (See  Chapter  2  for  additional  details.) 

Additional  Needs,  Debt  Service,  and  Contingency  Reserve:  Includes  $153  billion  for  Medicare  reform,  with 
a  prescription  drug  benefit  (see  Chapter  5  for  additional  details),  $0.4  trillion  for  debt  service,  and  over  $0.8 
trillion  in  reserve  funds  that  can  be  used  for  additional  needs,  contingency  purposes,  and  further  debt  reduction 
if  this  became  financially  viable.  (See  Section  III  for  additional  details.) 

Maximum  Debt  Retirement:  At  the  end  of  2001,  there  will  be  $3.2  trillion  in  publicly  held  debt.  About 
$2.0  trillion  can  actually  be  retired  over  the  next  10  years.  Remaining  debt  will  consist  principally  of  bonds 
that  have  not  have  matured,  including  U.S.  Savings  Bonds  (which  many  believe  should  be  issued  irrespective 
of  fiscal  position.)  It  will  probably  prove  financially  foolish  for  the  Government  to  attempt  to  buy  back  non- 
matured  bonds,  as  the  remaining  holders  would  demand  exceptionally  high  compensation  for  early  redemption. 
These  bonds  will  mature  over  time,  however,  leaving  the  Nation  on  a  glide  path  toward  zero  debt.  (See  Chapter 
1  for  additional  details.) 
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2011.  In  all  likelihood,  American  taxpayers 
would  have  to  spend  an  additional  $50  to 
$150  billion  in  bonus  payments  to  bond 
holders  to  accelerate  the  repayment  of  those 
notes,  a  wasteful  and  senseless  transaction. 
It  makes  more  sense  to  allow  the  securities 
to  mature  naturally,  leaving  the  Nation  on 
a  glide  path  to  zero  debt  post  2011.  (See 
Chart  III-3.) 

By  2011,  Federal  debt  will  have  fallen 
to  only  seven  percent  of  GDP — its  lowest 
level  in  more  than  80  years.  Net  interest 
payments  on  this  debt  will  be  less  than 
0.5  percent  of  GDP,  less  than  one  quarter 
of  today's  share  and  only  three  percent  of 
the  budget.  This  represents  a  great  national 
achievement. 

Even  after  setting  aside  Social  Security 
and  paying  off  the  debt  at  these  unprecedented 
rates,  $3.0  trillion  of  the  expected  surplus 
remains.  The  President’s  Budget  devotes  these 
funds  to  the  following  priorities: 

•  Any  additional  debt  reduction  that  proves 
financially  practical. 


•  The  Administration  proposes  to  return 
$1.6  trillion  of  tax  dollars  to  the  tax¬ 
payers — or  about  six  cents  out  of  every 
dollar  that  will  be  collected  between  2002 
and  2011. 

•  After  achieving  these  goals,  roughly  $1.4 
trillion  in  projected  surpluses  will  remain. 
The  President  proposes  to  use  some  of 
these  funds — $153  billion  over  10  years — 
for  Medicare  reform,  $0.4  trillion  for  debt 
service,  and  the  rest  to  establish  a  reserve 
for  future  priorities  and  unexpected  con¬ 
tingencies. 

The  Additional  Needs  and  Contingency 
Reserve  is  ultimately  an  insurance  policy. 
For  example,  budget  surpluses  may  not  be 
as  large  as  currently  projected,  farm  condi¬ 
tions  could  require  additional  resources  for 
agriculture,  and  more  money  may  be  need¬ 
ed  for  national  security  requirements. 

Of  course,  there  are  very  large  opportunities 
and  contingencies  that  could  expand  the  sur¬ 
pluses  over  these  10  years.  These  include 
Government  reforms  that  would  reduce  future 
costs  and,  largest  of  all,  the  potential  that 


Chart  III-3.  The  End  of  the  Interest  Burden 

(Interest  Costs  Plunge  as  Share  of  Government) 


Percent  of  total  outlays 
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revenue  continues  to  outpace  estimates  as 
it  has  for  the  last  several  years. 

If  not  left  with  taxpayers  through  lower 
taxes  or  committed  to  important  new  prior¬ 
ities,  such  as  national  defense  or  Social 
Security  reform,  remaining  funds  beyond  those 
usable  for  debt  retirement  would  have  to 
be  invested  in  private  assets.  The  Administra¬ 
tion  believes  that  Government  acquisition 
of  the  private  economy  is  utterly  unacceptable 
as  a  matter  of  principle.  Further,  the  Adminis¬ 
tration  agrees  with  Federal  Reserve  Board 
Chairman  Alan  Greenspan  that  Government 
investment  of  these  uncommitted  funds  in 
private  companies  and  securities  would  harm 
the  economy’s  long  run  growth  prospects. 

In  sum,  there  is  ample  room  in  the  Adminis¬ 
tration’s  budget  to  pay  off  debt  as  far  as 
possible,  to  reduce  taxes  for  American  families, 
to  fund  program  priorities,  and  still  leave 
roughly  $1.0  trillion  for  Medicare  moderniza¬ 
tion  and  to  meet  other  programmatic  and 
contingency  needs  as  they  arise. 

In  fact,  more  than  60  percent  of  the 
projected  surplus  is  allocated  to  debt  reduction 
or  held  in  reserve  for  future  needs.  This 
is  more  than  double  the  share  allocated 
to  tax  relief.  This  is  a  farsighted  and  moderate 
budget,  which  uses  today’s  good  fiscal  news 
as  a  means  for  shoring  up  the  economic 
and  fiscal  environment  that  our  children 
and  grandchildren  will  inherit. 

The  President’s  Budget  and  the  Medicare 
Trust  Funds 

The  President’s  Budget  reserves  all  Medi¬ 
care  funds  for  Medicare. 

Recently,  there  has  been  much  discussion 
about  the  relationship  of  the  budget  to  Medi¬ 
care’s  trust  funds.  Some  would  like  to  set 
aside  the  ''surpluses”  accruing  in  the  Medicare 
Hospital  Insurance  (HI)  trust  fund  from  the 
rest  of  the  budget  and  permanently  require 
budget  surpluses  equal  to  these  trust  fund 
"surpluses.” 

In  a  sense  this  argument  is  moot,  in 
that  the  President’s  proposed  Additional  Needs 
and  Contingency  Reserve  far  exceeds  the 
"surpluses”  in  the  HI  trust  fund  over  the 
period  2002  to  2011.  Nonetheless,  viewing 


Medicare  HFs  activities  in  isolation  is  flawed 
for  several  critical  reasons. 

First,  the  assertion  that  Medicare  is  running 
a  "surplus”  is  misleading.  Medicare  actually 
has  two  trust  funds,  not  one:  the  HI,  or 
part  A,  trust  fund,  and  the  Supplementary 
Medical  Insurance  (SMI),  or  part  B,  trust 
fund. 

A  simple  examination  of  both  of  these 
trust  funds  reveals  there  is  no  Medicare 
"surplus”.  The  SMI  trust  fund  receives  sub¬ 
stantial  transfers  annually  from  the  general 
fund.  From  the  perspective  of  the  overall 
Federal  budget,  the  SMI  program  is  running 
a  large  deficit  as  premiums  collected  from 
beneficiaries  cover  only  about  25  percent 
of  program  costs.  The  SMI  deficit  is  projected 
to  total  $86  billion  in  2002  and  $1,171 
trillion  over  the  period  2002  to  2011.  This 
deficit  in  SMI,  combined  with  the  HI 
"surpluses”,  reveals  a  Medicare  shortfall  of 
$52  billion  in  2002  and  $645  billion  over 
the  period  2002  to  2011.  (See  Table  III— 1.) 

Second,  the  amount  of  debt  retirement 
that  is  feasible  is  already  far  exceeded  by 
projected  Social  Security  surpluses.  Adding 
a  new  requirement  to  run  larger  surpluses 
would  only  put  us  on  a  clearer  path  toward 
investing  excess  balances  in  the  private  econ¬ 
omy,  something  that  the  Administration, 
Chairman  Greenspan  and  most  Americans 
oppose  on  both  philosophical  and  economic 
grounds. 

Third,  the  HI  "surplus”  itself  is  due  in 
large  part  to  a  gimmick.  In  1997,  the  HI 
trust  fund  was  projected  to  be  depleted 
by  2001.  The  imminent  bankruptcy  of  the 
HI  trust  fund  forced  the  Administration  and 
Congress  to  make  adjustments  in  Medicare 
to  avoid  catastrophe.  Many  of  the  changes 
made  in  the  1997  Balanced  Budget  Act 
were  positive  changes  for  Medicare. 

But  the  previous  Administration  and  Con¬ 
gress — ^in  a  transparent  effort  to  further 
improve  HI  solvency — also  shifted  a  large 
portion  of  home  health  spending  out  of  the 
HI  trust  fund  to  the  SMI  trust  fund.  This 
shift  had  no  economic  consequence,  nor  did 
it  change  total  Medicare  spending.  But  it 
did  have  the  intended  effect  of  making  the 
HI  trust  fund  appear  more  “solvent.” 
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Table  III-l.  Total  Medicare  Deficit 


HI  Income . 

HI  Spending  . 

HI  “Surplus” . 

SMI  Premiums  . 

SMI  Spending  . 

SMI  Deficit  . 

Total  Medicare  Deficit 


2002  Total 

Estimate  2002-2011 


181 

2,410 

147 

1,884 

34 

526 

26 

376 

112 

1,547 

-86 

-1,171 

-52  -645 


Note:  On  a  strictly  cash  basis  (excluding  HI  interest),  Medicare  spending  would  exceed  taxes  and  premiums 
by  $51  billion  in  2000,  $66  billion  in  2001,  and  $894  billion  over  the  period  2002  to  2011.  This  is  the  Medicare 
“financing  gap”  mentioned  elsewhere  in  this  document. 


Approximately  one-third  of  the  projected  HI 
“surplus”  over  the  next  10  years  is  due 

to  this  gimmick. 

Fourth,  the  President  is  committed  to  true 
Medicare  modernization.  A  21st  Century  Medi¬ 
care  program  will  catch  up  to  rest  of  health 
care  by  recognizing  that  all  modes  of  treat¬ 
ment — hospitalization,  outpatient  care,  home 
care,  and  prescription  medications — must  be 
integrated  if  patients  are  to  be  well  cared 
for.  Medicare's  current  artificial  division  be¬ 
tween  hospital  care  and  all  other  care  is 

an  antiquated  relic  reflecting  the  health  sys¬ 
tem  of  the  1960s  and  before. 

Finally,  perpetuating  the  illusion  that  Medi¬ 
care  takes  in  more  than  it  spends  increases 
the  risk  that  we  will  postpone  urgently 

needed  reform.  The  time  for  action  is  now, 

and  we  should  not  allow  an  arbitrary  and 
misleading  accounting  concept  to  delude  us 
into  procrastination,  as  the  political  process 
is  all  too  inclined  to  do. 

Sources  of  Variability  in  Budget 
Estimates 

The  President's  Budget  recognizes  that  there 
are  inherent  uncertainties  in  making  10  year 
budget  projections.  In  deference  to  this,  it 
sets  aside  a  large  $1.0  trillion  reserve,  which 
can  be  tapped  to  cover  priority  and  contin¬ 
gency  needs  starting  with  Medicare  moderniza¬ 
tion.  It  is  important  to  note,  however,  that 
the  presence  of  this  reserve  does  not  mean 
that  all  the  risks  to  surplus  projections 
are  to  the  downside.  Indeed,  if  the  past 
is  any  guide,  this  reserve  fund  could  well 


increase  in  size  as  successive  baseline 
estimates  are  made  during  the  course  of 
the  year. 

Baseline  Issues 

Budget  projections  are  naturally  subject 
to  uncertainty,  which  increases  as  the  projec¬ 
tion  period  is  lengthened.  Policymakers  need 
to  be  aware  of  this  and  plan  accordingly. 
It  is  important  to  remember  that  there  is 
uncertainty  on  both  sides.  Ultimately,  the 
proper  baseline  assumptions  used  for  con¬ 
structing  a  budget  plan  are  those  that  fairly 
balance  upside  and  downside  risks. 

There  has  been  considerable  public  discus¬ 
sion  of  the  potential  downside  risks  to  the 
surplus  projections.  However,  the  greatest 
“risk”  to  accurate  forecasting  in  recent  years 
has  been  on  the  upside  as  a  result  of 
stronger  than  expected  revenue  growth  and 
weaker  than  expected  outlay  growth.  Revenues 
have  contributed  most  to  surplus  underesti¬ 
mates,  which  can  be  seen  in  a  comparison 
of  revenue  projections  made  by  the  Adminis¬ 
tration  and  the  Congressional  Budget  Office 
(CBO)  in  January  1995  with  actual  receipts. 
(See  Chart  III-4.) 

Over  the  1996-2000  period,  revenues  came 
in  roughly  $850  billion  higher  than  originally 
forecast  in  January  1995.  When  combined 
with  associated  debt  service  savings,  revenue 
underestimates  contributed  to  roughly  a  $1 
trillion  underestimate  of  the  five-year  cumu¬ 
lative  surplus. 

This  gusher  of  unexpected  revenue  was 
not  principally  a  result  of  stronger  economic 
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Chart  III-4.  Average  Revenue  Underestimate  of  OMB/CBO 

Based  on  January  1995  Projections 


In  billions  of  dollars 


growth.  The  real  driver  of  the  revenue  surprise 
is  a  current  tax  code  that  continues  to 
extract  an  unexpectedly  high  percentage  in 
taxes  from  each  dollar  that  Americans  earn. 
Ajinual  revenue  growth  outran  GDP  growth 
by  more  than  two  percentage  points  in  each 
of  the  last  eight  years,  due  to  increased 
capital  gains  receipts,  real  bracket  creep, 
growth  in  high-income  taxes  paid,  and  stronger 
receipts  from  retirement  account  conversions. 

Some  argue  that  while  revenue  growth 
consistently  outstripped  GDP  growth  in  the 
past,  this  trend  may  not  continue.  It  is 
important  to  realize  that  the  Administration 
and  CBO  baseline  revenue  assumptions  have 
just  such  caution  built  into  them  already. 
Both  assume  that  revenue  growth  will  lag 
GDP  growth  going  forward  for  a  protracted 
period.  This  is  an  extremely  conservative 
view  since  annual  revenue  growth  has  histori¬ 
cally  exceeded  GDP  growth  by  0.7  percent 
on  average,  over  the  last  several  decades 
through  good  and  bad  economies.  (See  Chart 
III-5.) 

Realistically,  one  would  expect  revenues 
to  grow  at  least  slightly  faster  than  the 


economy,  absent  tax  changes,  due  to  real 
bracket  creep  over  time.  (Major  parts  of 
the  individual  income  tax  code  are  indexed 
for  inflation,  not  nominal  wage  growth.  Thus, 
as  taxpayers’  real  incomes  rise,  their  effective 
tax  rate  rises  due  to  a  dilution  of  the 
impact  of  the  standard  deduction,  exemption 
and  credits  and  as  some  are  forced  into 
higher  tax  brackets.) 

On  this  key  variable,  the  Administration 
is  even  more  cautious  than  CBO,  expecting 
revenue  growth  to  lag  GDP  growth  throughout 
a  multi-year  period  to  a  degree  generally 
experienced  only  during  recession.  Capital 
gains  are  a  main  factor  behind  the  deceleration 
in  both  the  Administration’s  and  CBO’s  rev¬ 
enue  growth.  Both  expect  capital  gains  realiza¬ 
tions  to  post  effectively  no  growth  in  nominal 
terms  over  the  next  10  years  and  thus 
shrink  markedly  as  a  share  of  GDP — a  very 
rare  historical  occurrence.  This  compares  with 
nearly  30  percent  average  annual  growth 
in  realizations  between  1995-1999. 

Furthermore,  the  Administration  assumes 
that  the  individual  effective  tax  rate  will 
edge  lower,  as  the  share  of  taxes  paid 
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Chart  III-5.  Revenue  Minus  GDP  Growth 


Percent  of  GDP 
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by  high  income  taxpayers  shrinks  in  coming 
years.  In  addition,  the  Administration  is 
assuming  economic  forecasts  that  are  generally 
more  cautious  than  the  Blue  Chip  consensus. 
Thus,  there  are  convincing  reasons  to  assume 
that  higher  revenues  are  more  likely  than 
lower  revenues  and  a  larger,  not  smaller, 
surplus  lies  ahead. 

In  economic  parliance,  there  are  significant 
“upside  risks”  to  the  surplus  projections, 
in  addition  to  the  downside  risks  that  tend 
to  dominate  public  discourse. 

Policy  Issues 

The  Administration  has  crafted  the  policies 
in  this  budget  blueprint  to  meet  the  Presi¬ 
dent’s  key  budget  goals:  achieving  maximum 
debt  retirement,  preserving  the  Social  Security 
surplus  for  Social  Security,  funding  program 
priorities,  and  providing  tax  relief  that  is 
fair  and  sustains  short-  and  long-term  eco¬ 
nomic  growth. 

However,  no  budget  can  fully  anticipate 
fiscal  requirements  a  decade  into  the  future. 
Unanticipated  events  here  and  abroad  may 
require  new  commitments  of  resources  that 


will  challenge  our  commitment  to  live  within 
the  Administration’s  budget  parameters. 

That  is  why  the  Administration  has  taken 
the  cautious  approach  of  setting  aside  a 
roughly  one  trillion  dollar  reserve  for  priority 
needs,  beginning  with  Medicare  modernization 
and  contingency  purposes.  While  it  believes 
that,  in  general,  additional  funding  demands 
above  inflation  can  be  largely  accommodated 
through  offsetting  program  savings,  it  recog¬ 
nizes  that  this  may  not  always  be  the 
case. 

Examples  of  areas  that  could  require  the 
commitment  of  new  resources  in  the  future 
include  the  following: 

•  The  President’s  strategic  review  of  post- 
Cold  War  requirements  for  national  de¬ 
fense  may  require  the  restructuring  of  cur¬ 
rent  forces,  the  development  of  more 
versatile  weapons  systems  including  a  Bal¬ 
listic  Missile  Defense,  and  pruning  the 
strategic  weapons  arsenal.  New  resources 
required  to  fund  these  changes  could  be 
offset  in  part  by  savings  from  commer¬ 
cialization  and  more  efficient  use  of  cur- 
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rent  base  infrastructure,  but  a  net  increase 
in  defense  spending  is  certainly  possible. 

•  Poor  weather,  floods,  or  other  disasters 
may  require  assistance  to  farmers  above 
the  levels  in  existing  farm  assistance  pro- 
grams,  such  as  the  Loan  Deficiency  Pay¬ 
ment  program. 

•  Efforts  to  buy  back  non-matured  debt  in 
the  latter  part  of  this  decade  seem  very 
unlikely  to  be  cost  effective.  However,  if 
modest  further  buy-backs  do  prove  afford¬ 
able,  the  Federal  Government  might  want 
to  extend  its  Treasury  buy-back  program. 

However,  the  existence  of  the  priority  and 
contingency  reserve  is  not  meant  to  be  an 
open  invitation  to  spend  money.  As  the 
title  suggests,  these  funds  should  be  held 
in  reserve  for  truly  unforeseen  needs  or 
for  programmatic  reforms  that  are  needed 
to  shore  up  the  long-term  economic  and 
fiscal  outlook.  As  such,  the  Administration 
will  emphasize  the  need  to  examine  existing 
programs,  looking  for  ways  to  redirect  re¬ 
sources  to  their  most  productive  end.  Such 
examination  is  necessary,  lest  the  size  of 
Government  increase  without  limit.  Among 
the  areas  that  offer  the  potential  of  freeing 
resources  to  address  emerging  needs  are 
the  following: 

•  Flattening  the  Federal  hierarchy,  reducing 
the  number  of  managerial  layers  in  the 
upper  echelons  of  Government,  in  order 
to  make  Government  more  citizen-cen¬ 
tered. 

•  Moving  the  Government  toward  perform¬ 
ance-based  contracting — ^focusing  on  re¬ 
sults  achieved,  rather  than  reimbursing 
for  costs — ^will  increase  the  efficiency  of 
the  Federal  contract  dollar,  potentially 
yielding  savings  for  use  elsewhere.  It  holds 
the  potential  of  generating  upwards  of  $70 
billion  in  savings  over  10  years. 


•  Making  full  use  of  the  Federal  Activities 
Inventory  Reform  Act  to  open  Government 
functions  to  competition  will  encourage 
market-based  pricing  and  innovation,  free¬ 
ing  up  more  funds  in  agency  budgets.  This 
could  generate  more  than  $50  billion  in 
savings  over  10  years. 

•  Reducing  erroneous  payments  by  Federal 
agencies  will  ensure  that  taxpayer  dollars 
are  being  used  for  their  intended  purpose 
and  free  up  savings  for  other  needs.  A 
General  Accounting  Office  study  found  $21 
billion  of  improper  payments  alone  in  1999 
alone,  more  than  half  of  which  were  in 
Medicare  fee-for-service  payments. 

•  Expanding  electronic  Government,  includ¬ 
ing  e-procurement,  has  the  potential  for 
savings  from  reduced  transaction  costs 
and  greater  competition.  Private  business 
has  already  reaped  substantial  savings 
from  shifting  procurement  to  the  Internet. 
This  should  allow  greater  productivity 
gains  in  the  public  sector — indeed,  if  Gov¬ 
ernment  productivity  grew  only  one  tenth 
as  fast  as  recent  three  percent  gains  in 
the  private  sector,  the  discretionary  spend¬ 
ing  savings  could  exceed  $100  billion  over 
10  years. 

This  budget,  like  any  long-term  plan,  is 
subject  to  alteration  due  to  unanticipated 
needs.  By  using  cautious  estimating  assump¬ 
tions,  reserving  the  Social  Security  surplus 
for  debt  retirement  and  Social  Security  reform, 
and  preserving  an  additional  large  reserve 
beyond  the  Social  Security  surplus,  the  Admin¬ 
istration  has  made  it  easier  to  adjust  the 
budget  in  the  future  to  meet  new  requirements 
as  they  arise.  And,  of  course,  whatever  portion 
of  the  reserve  does  not  prove  necessary 
for  net  new  spending  should  never  be  collected 
at  all,  but  should  be  left  with  American 
workers  through  lower  taxes  in  the  future. 
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Government  does  not  create  wealth.  The  entrepreneurial  spirit  of  hard-working  Americans 
creates  wealth.  But  Government  can  help  create  an  environment  in  which  that  spirit  flourishes — 
an  environment  that  promotes  innovation,  risk-taking,  and  equal  opportunity. 

Governor  George  W.  Bush 
Renewing  America's  Purpose 


The  success  of  America’s  economy  is  a 
tribute  to  the  creativity  and  risk-taking  nature 
of  its  citizens.  More  than  any  other  place 
on  earth,  its  political  and  economic  system 
gives  free  rein  to  the  human  zeal  to  create 
and  build — and  this  freedom  shapes  who 
Americans  are,  no  matter  where  they  come 
from. 

However,  the  greatest  economic  successes 
have  occurred  when  the  U.S.  Government 
helped  to  create  an  environment  in  which 
entrepreneurial  activity  could  flourish.  There 
are  notable  examples  of  such  successes.  The 
reduction  in  tax  and  regulatory  burdens  in 
the  late  1970s/early  1980s,  the  adoption  of 
sound  monetary  policies,  and  enhanced  trade 
helped  to  unleash  the  1980s  economic  boom, 
while  recent  fiscal  restraint  and  the  ending 
of  the  Cold  War  were  important  catalysts 
behind  the  recent  rise  in  productivity  growth. 

These  successes  are  particularly  noteworthy 
when  placed  in  historical  context.  The  last 
17  years  have  included  the  two  longest  peace¬ 
time  expansions  in  history,  separated  by 
one  of  the  shallowest  recessions.  Over  this 
period,  the  United  States  was  in  recession 
less  than  four  percent  of  the  time.  This 
compares  to  the  century  and  a  quarter  before 
1982,  when  the  U.S.  economy  languished 
in  recession  35  percent  of  the  time. 

Recent  Softening  of  the  Economy 

The  advances  made  over  the  last  two 
decades  provide  a  solid  foundation  for  further 
growth  going  forward,  assuming  the  Nation 
continues  to  pursue  growth-enhancing  policies. 


However,  even  though  the  long-term  picture 
looks  bright,  there  are  troubling  signs  in 
the  near-term.  The  U.S.  economy  slowed 
noticeably,  and  suddenly,  in  the  last  quarter 
of  2000.  Recent  economic  reports  show  unem- 
plo3Tnent  rising,  while  growth  in  real  dispos¬ 
able  income  is  the  slowest  since  1996.  The 
Federal  Reserve  has  indicated  its  concern 
with  two  rapid-fire  cuts  in  interest  rates 
in  January. 

The  President’s  proposed  economic  plan 
complements  recent  monetary  action.  His  tax 
relief  program  acts  as  a  near-term  insurance 
policy  against  an  unwanted  deepening  of 
the  current  slowdown  and  should  help  growth 
return  more  quickly  to  a  robust  pace.  Tax 
relief  will  also  help  to  boost  the  economy’s 
underlying  rate  of  long-term  growth,  particu¬ 
larly  when  coupled  with  the  President’s  initia¬ 
tives  to  enhance  human  capital  and  take 
action  to  ensure  a  brighter  fiscal  and  national 
security  outlook. 

The  President’s  Plan 

While  there  are  many  needs  and  challenges 
facing  the  Nation,  several  stand  out:  the 
need  to  retire  the  Federal  debt;  provide 
tax  relief;  revitalize  education;  reform  and 
modernize  Social  Security  and  Medicare;  bring 
defense  strategy  and  spending  in  line  with 
the  challenges  of  the  next  half-century;  and 
support  of  community  outreach  efforts.  The 
advent  of  large  near-term  projected  surpluses 
provides  a  unique  chance  to  address  these 
needs.  The  President’s  plan  takes  advantage 
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of  this  great  opportunity,  laying  out  a  clear 
agenda  for  meeting  these  needs. 

•  The  President's  Budget  commits  to  using 
today's  surpluses  to  reduce  the  Federal 
Government's  publicly  held  debt  so  that  fu¬ 
ture  generations  are  not  shackled  with  the 
responsibility  of  paying  for  the  current  gen¬ 
eration's  overspending.  It  commits  to  an 
historic  amount  of  debt  retirement  and 
will  retire  $2  trillion  in  debt  over  the  next 
10  years.  This  is  all  the  debt  that  can 
be  retired  without  using  taxpayer  dollars 
to  make  bonus  payments  to  investors  in 
order  to  induce  them  to  give  up  their 
bonds. 

•  The  President's  Budget  proposes  a  bold 
and  fair  tax  relief  plan  that  will  reduce 
the  inequities  of  the  current  tax  code  and 
help  ensure  that  America  remains  pros¬ 
perous.  This  tax  relief  plan  promotes  the 
values  that  make  the  American  economy 
second  to  none — access  to  the  middle  class, 
family,  equal  opportunity,  and  the  entre- 
preneurial  spirit.  This  plan  will  reduce 
taxes  for  everyone  who  pays  income  taxes, 
and  it  will  encourage  enterprise  by  low¬ 
ering  marginal  tax  rates.  It  will  also  en¬ 
sure  that  higher  income  earners  pay  a 
larger  share  of  taxes  than  they  do  now. 

•  The  Administration  believes  that  every 
young  American  should  have  the  oppor¬ 
tunity  to  go  to  a  good  school  and  acquire 
the  skills  that  will  be  needed  to  advance 
in  today's  high  technology  society.  Today, 
America’s  public  schools  serve  some  chil¬ 
dren  well.  But  some  schools  clearly  do  not 
teach  adequately,  nurture  consistently,  or 
offer  a  fair  start  in  life.  Members  of  both 
parties  and  both  Houses  of  Congress  agree 
that  Federal  education  dollars  should  be 
spent  in  ways  that  restore  local  control; 
encourage  States  to  set  high  standards; 
hold  schools  accountable  for  improving 
student  achievement,  including  by 
measuring  achievement  through  frequent 
testing;  aid  in  improving  the  quality  of 
classroom  instruction  and  school  safety; 
and  where  a  school  persistently  fails,  as¬ 
sist  parents  in  finding  better  options. 
Some  education  initiatives  in  this  budget 
originated  on  one  side  of  the  political  aisle, 
some  on  the  other.  All  stress  results  over 


promises  and  accountability  over  process. 
Federal  spending  is  a  small  part  of  Amer¬ 
ica’s  total  education  spending.  The  Presi¬ 
dent’s  Budget  declares  that  we  must  not 
spend  for  spending’s  sake.  This  budget 
puts  together  an  education  program  and 
budget  that  ensures  that  “no  child  is  left 
behind.” 

•  The  President  is  committed  to  shoring  up 
Social  Security's  finances  so  that  this  pro¬ 
gram  can  continue  to  provide  retirement 
security  for  all  future  retirees.  Today  the 
Social  Security  program  is  in  surplus. 
Beginning  around  2015,  beyond  the 
Government’s  10-year  planning  horizon, 
the  program  will  begin  to  run  a  cash  def¬ 
icit.  By  2037,  the  trust  fund  will  be  de¬ 
pleted  and  payroll  taxes  at  that  time  will 
cover  only  72  percent  of  promised  benefits. 
Returns  have  declined  to  such  a  point  that 
future  retirees  would  do  two  or  three 
times  better  if  they  invested  their  Social 
Security  taxes  in  low  risk  securities.  Un¬ 
less  Social  Security  is  reformed,  many 
young  people  of  the  following  generation — 
Generation  X — might  not  get  back  from 
Social  Security  what  they  put  in.  Social 
Security  could  be  a  losing  proposition  for 
them.  Reform  must  make  Social  Security 
a  sound  program  for  tomorrow’s  retirees. 
The  cost  of  saving  Social  Security  goes  up 
with  every  passing  year,  and  our  ability 
to  improve  returns  on  total  contributions 
goes  down.  This  moment  will  pass.  With 
this  budget,  the  Administration  commits 
itself  to  working  with  both  parties  and 
both  Houses  of  Congress  in  fixing  Social 
Security  now. 

•  The  President  is  committed  to  shoring  up 
Medicare's  finances  as  well,  while  pro¬ 
viding  better,  more  efficient  coverage  for 
our  seniors.  Medicare  is  already  spending 
more  than  it  takes  in.  Medicare  spending 
already  exceeds  taxes  and  premiums  by 
$66  billion  this  year.  That  will  grow  to 
$132  billion  in  2011.  The  antiquated  divi¬ 
sion  of  the  program  into  hospital  and  non¬ 
hospital  pieces  does  not  encourage  efficient 
medical  care.  Medicare  has  not  adapted 
to  21st  Century  medicine.  Medicare  is 
often  slow  to  incorporate  new  technologies 
and  methods  of  delivering  health  care.  In 
addition,  although  medical  care 
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increasingly  relies  on  pharmaceuticals,  it 
lacks  prescription  drug  coverage.  As  in 
virtually  all  fields,  technological  and 
entrepreneurial  innovation  are  among  the 
keys  to  creating  more  value  for  the  dollar 
in  health  care.  Reform  that  works  for 
patients  must  make  room  for  such  innova¬ 
tion.  Reform  should  expand  patients’ 
choices — not  restrict  them.  This  budget 
initiates  the  process  of  Medicare  mod¬ 
ernization  and  delivers  immediate  relief 
on  prescription  drugs  for  our  neediest 
seniors. 

•  The  Administration  is  committed  to  en¬ 
hancing  our  national  security.  Today  our 
Nation  faces  no  major  foreign  adversary. 
Our  military  is  unquestionably  the  strong¬ 
est  on  earth.  And  yet  our  forces  are 
deployed  around  the  world  maintaining 
peace  and  keeping  a  watchful  eye  on  our 
national  interests  with  increasing 
frequency.  These  deplo3rments  have  cre¬ 
ated  some  stress  on  our  military.  To  boost 
the  morale  of  these  dedicated  men  and 
women,  the  President’s  Budget  will,  in 
addition  to  the  well-deserved  pay  raises 
earned  each  year,  include  an  additional 
$1.4  billion  to  ensure  better  compensation 
for  our  troops. 

Furthermore,  we  must  develop  a  strategic 
vision  for  the  21st  Century  national  secu¬ 
rity  agenda  that  will  inform  research, 
development,  and  procurement  decisions 
for  the  next  generation  of  defense  systems. 
This  budget  begins  the  process  of  force  re¬ 
examination.  And  it  commits  America  to 
developing,  designing,  and  building  a 
national  missile  defense  as  fast  as 
possible.  Starting  now. 

•  The  President's  plan  supports  community 
efforts  to  serve  their  fellow  citizens.  Today, 
Federal  funds  are  denied  to  many  faith- 
based  and  other  community-based 
programs  that  have  succeeded  in  helping 
people  curb  criminal  behavior,  conquer 
addiction,  strengthen  families,  and  over¬ 
come  poverty. 

Federal  policy  should  become  outcome- 
based,  insisting  on  success  and  steering 
resources  to  the  effective  and  to  the 
inspired.  We  must  heed  the  growing  con¬ 
sensus  across  America  that  successful 


Government  programs  can  work  in  fruitful 
partnership  with  community-serving  and 
faith-based  organizations,  whether  run  by 
Methodists,  Muslims,  Mormons,  or  good 
people  of  no  faith  at  all.  We  must  observe 
the  bedrock  principles  of  pluralism, 
nondiscrimination,  evenhandedness,  and 
neutrality.  With  this  budget,  private  and 
charitable  groups,  including  religious  ones, 
will  have  the  fullest  opportunity  permitted 
by  law  to  compete  on  a  level  playing  field 
for  Federal  funds,  so  long  as  they  achieve 
valid  public  purposes.  With  this  budget, 
the  Federal  Government  lines  up  with 
these  armies  of  compassion. 

Moderate  the  Growth  in  Spending  and 
Restore  Budget  Integrity 

However,  in  order  to  ensure  that  Govern¬ 
ment  resources  are  directed  to  the  main 
challenges  facing  our  Nation,  we  must  ensure 
that  we  rein  in  excessive  Government  spend¬ 
ing. 

The  arrival  of  budget  surpluses  in  1998 
has  led  to  an  explosion  in  Federal  Government 
spending.  For  the  past  three  years,  spending 
has  exceeded  the  statutory  limits  that  Con¬ 
gress  and  President  Clinton  wrote  into  law 
in  1997  by  $199  billion.  During  this  period, 
appropriated  spending  has  grown  by  an  aver¬ 
age  of  six  percent.  While  some  may  assert 
that  these  spending  caps  are  unrealistic, 
they  have  only  become  unrealistic  due  to 
the  spending  spree,  particularly  in  domestic 
programs,  that  has  occurred  over  the  past 
three  years.  If  growth  continued  at  a  six 
percent  pace  going  forward,  an  additional 
$1.4  trillion  of  the  surplus  would  be  consumed 
over  10  years — approximately  the  amount 
of  the  President’s  tax  cut.  (See  Chart  IV- 
1.)  History  has  shown  that — unlike  tax  cuts — 
spending  increases,  once  made,  are  rarely 
reversed.  This  pattern  cannot  long  continue 
without  jeopardizing  our  Nation’s  long-term 
goals.  Discretionary  spending  growth  should 
be  held  to  the  inflation  rate.  This  will 
mean  redeploying  resources  away  from  pro¬ 
grams  that  have  achieved  their  goals  or 
failed.  It  will  also  mean  exercising  restraint 
both  in  the  Administration  and  in  Congress. 

We  must  also  reshape  the  way  that  we 
conduct  the  Nation’s  fiscal  affairs.  The  annual 
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Chart  IV-1.  Impact  of  Unconstrained  Growth 


Budget  authority  in  billions  of  dollars 


Note:  Six  percent  is  average  growth  in  budget  authority  over  the  past  three  years. 


budget  process  increasingly  has  become  a 
spectacle  of  missed  deadlines,  legislative  pile- 
ups,  cliffhanger  finishes,  and  ill-considered 
last  minute  decisions.  Gimmicks  abound  for 
disguising  spending  as  an  “emergency”  or 
advancing  the  spending  into  the  next  year 
to  avoid  limits.  Congressionally  adopted  over¬ 
all  spending  limits  have  become  hurdles  to 
be  cleared,  not  ceilings  to  be  honored. 

In  addition  to  higher  spending,  budget 
surpluses  have  led  to  a  dramatic  increase 
in  congressional  earmarks.  The  result  is  that 
the  Government  is  not  only  producing  more 
spending,  but  more  unjustified  spending.  Dur¬ 
ing  this  past  year,  the  explosion  in  spending 
was  accompanied  by  an  unprecedented  6,000 
plus  earmarks  in  appropriations  bills. 

A  budget  is  not  just  about  numbers.  Far 
more  it  is  about  priorities — and  integrity. 
One  great  test  is  whether  a  budget  legiti¬ 
mately  supports  the  initiatives  it  purports 
to  advance.  A  budget  not  only  says  a  lot 


about  how  much  we  will  spend,  but  it 
will  inevitably  reveal  how  we  do  the  people’s 
business.  In  other  words,  it  is  time  to  restore 
accountability  and  responsibility  to  Federal 
budget  making. 

The  President  proposes  to: 

•  End  accounting  sleights  of  hand; 

•  Eliminate  unjustified,  special-interest 
spending; 

•  Make  the  budget  resolution  a  law  that 
Congress  and  the  President  must  live  by; 

•  Extend  the  enforceable  limits  on  spending 
that  will  soon  expire; 

•  Prevent  future  Government  shutdowns; 

•  Move  to  biennial  budgeting  and  appropria¬ 
tions  process;  and 

•  Restore  accountability  and  responsibility 
to  Federal  budget  making. 
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The  Challenges 

Both  parties  in  Congress  and  the  Adminis¬ 
tration  share  a  common  purpose.  All  of 
us  want  America’s  children  to  receive  an 
excellent  and  enriching  education.  All  of  us 
want  to  pay  down  the  national  debt.  All 
of  us  want  to  save  Social  Security  and 
modernize  Medicare.  All  of  us  want  to 
strengthen  America’s  national  security.  All 
of  us  want  to  return  a  portion  of  the 
surplus  to  the  American  taxpayers. 

A  limited  Government  that  does  its  job 
well  and  that  trusts  the  rest  to  the  energy, 
ingenuity,  and  decency  of  a  free  and  creative 
people:  this  has  been  the  American  concept 
of  Government  for  more  than  two  centuries. 

The  agenda  in  this  budget  is  not  that 
of  one  party  or  one  branch  of  Government 


but  of  the  Nation.  We  live  in  an  era  of 
common  purpose.  More  than  ever  Jefferson’s 
reminder  is  true  today — that  among  Americans 
every  difference  of  opinion  is  not  a  difference 
of  principle.  We  may — and  should — debate 
how  most  effectively  to  pursue  our  goals, 
but  we  are  agreed  on  which  goals  we  will 
pursue.  We  may — and  should — debate  how 
to  best  get  results,  but  we  agree  on  the 
results  that  we  want  to  achieve. 

We  can  strengthen  America’s  economy.  We 
can  reach  out  to  communities  and  make 
our  programs  of  compassion  more  effective. 
We  can  reduce  the  burden  of  Government 
on  every  American  even  as  we  revive  the 
effectiveness  of  its  service  to  all  Americans. 
We  can  do  the  people’s  work  with  candor, 
in  the  open,  and  on  time.  These  are  the 
challenges  before  us. 
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1.  PAY  DOWN  THE  FEDERAL  DEBT 


With  the  advent  of  surpluses,  the  United 
States  has  begun  to  make  real  progress 
in  paying  down  its  debt.  During  1998-2000, 
debt  held  by  the  public  fell  from  $3.8  trillion 
to  $3.4  trillion — a  $363  billion  drop.  By 
the  end  of  this  year,  more  than  $200  billion 
in  additional  reduction  is  due  to  be  achieved. 

The  President’s  plan  will  accelerate  this 
trend  to  record  rates  by  retiring  an  historic 
$2  trillion  in  debt  over  the  next  10  years. 
Under  the  President’s  budget,  the  national 
debt  will  be  only  seven  percent  of  Gross 
Domestic  Product  (GDP)  in  2011,  its  lowest 
share  in  more  than  80  years.  (See  Chart 
1-1.) 

Indeed,  the  President’s  Budget  pays  down 
the  debt  so  aggressively  that  it  runs  into 


an  unusual  problem — its  annual  surpluses 
begin  to  outstrip  the  amount  of  maturing 
debt  starting  in  2007.  This  means  that  the 
United  States  will  be  effectively  unable  to 
retire  any  more  debt  than  what  is  assumed 
in  the  Administration’s  Budget  over  the  next 
10  years — the  President  achieves  “maximum 
possible  debt  retirement”  in  his  budget.  (See 
Chart  1-2.) 

The  roughly  $1  trillion  remaining  debt 
in  2011  is  viewed  by  markets  as  “non- 
retireable”  or  “non-redeemable.”  It  consists 
of  marketable  bonds  that  will  not  have  ma¬ 
tured,  savings  bonds,  and  special  bonds  for 
State  and  local  governments,  among  others. 
(See  Table  1-1.) 


Chart  1-1.  Debt  as  a  Share  of  GDP 


Percent  of  GDP 
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Chart  1-2.  Policy  Surpluses  vs.  Maximum 
Debt  Retirement 


Dollars  in  billions 


Some  may  wonder  why  it  is  not  possible 
to  simply  buy  these  debt  issues  back,  thus 
allowing  the  United  States  to  run  its  debt 
down  to  zero.  In  the  short  term,  it  is 
possible  to  buy  back  a  small  amount  of 
non-matured  marketable  debt.  The  Treasury 
Department  bought  back  $30  billion  in  cal¬ 
endar  year  2000  and  has  committed  to  buying 
back  another  $18  billion  in  the  first  half 
of  2001.  However,  this  strategy  is  not  viable 
in  the  long-term  or  on  a  large  scale.  As 
the  stock  of  Treasuries  rapidly  shrinks,  it 
will  dwindle  to  the  point  where  the  remaining 
holders  of  Treasury  debt  will  not  be  willing 
to  give  up  their  securities  prematurely  without 
exorbitant  penalty  payments.  In  testimony 
before  the  Senate  Budget  Committee  on  Janu¬ 
ary  25,  2001,  Federal  Reserve  Chairman 
Greenspan  noted  that:  “Inducing  such  holders, 
including  foreign  holders,  to  willingly  offer 


to  sell  their  securities  prior  to  maturity 
could  require  paying  premiums  that  far  exceed 
any  realistic  value  of  retiring  the  debt  before 
maturity.” 

0MB  estimates  that  it  would  cost  between 
$50-$150  billion  in  bonus  payments  to  entice 
these  holders  to  give  up  their  bonds.  It 
makes  more  sense  to  let  this  debt  mature 
naturally,  leaving  the  Nation  on  a  glide 
path  to  zero  debt  after  2011. 

In  addition  to  these  financial  limitations, 
there  are  other  reasons  for  expecting  that 
a  small  amount  of  debt  may  remain  over 
time.  Some  of  the  non-marketable  debt  issues 
have  roles  beyond  just  financing  our  Nation’s 
fiscal  position.  For  instance,  many  observers 
believe  that  the  U.S.  Savings  Bond  Program 
encourages  household  saving  and  should  be 
preserved. 
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Table  1-1.  Non-Retireable  Debt 

(In  billions  of  dollars) 

2011 

Estimate 


Marketable  Debt: 

Coupon  Issues 

(non-matured  10  and  30  year  bonds) .  677 

Inflation-Indexed  Issues 

(non-matured  10  and  30  year  bonds) .  113 

Non-Marketable  Debt: 

Savings  Bonds  .  170 

State  and  Local  Government  Series 

(used  to  house  bond  issue  money  temporarily) .  86 

Bonds  backing  up  emerging  market  Brady  Bonds 

(mature  between  2019-2023)  .  19 

Bonds  issued  as  part  of  the  S  and  L  clean-up 

(mature  in  2019-2030) .  30 

Other .  63  . 


Total .  U58 


Surpluses  Will  Lead  to  Government 
Purchases  of  Private  Assets  Absent  Policy 
Changes 

Absent  policy  changes,  0MB  and  the  Con¬ 
gressional  Budget  Office  (CBO)  assume  that 
the  Government  will  begin  to  accumulate 
so-called  “excess  cash  balances”  by  the  middle 
of  this  decade.  (An  excess  balance  occurs 
when  surpluses  exceed  maturing  debt.  The 
excess  funds  are  assumed  to  be  held  in 
cash — an  impractical  assumption.)  By  law, 
these  balances  can  be  invested  only  in 
collateralized  bank  deposits  or  held  in  accounts 
at  the  Federal  Reserve.  However,  the  sheer 
size  of  these  balances  would  soon  overwhelm 
the  ability  of  these  institutions  to  house 
this  excess  cash.  As  such,  the  Government 
would  be  forced  to  begin  investing  its  “excess 
cash”  in  private  assets.  Such  Government 
involvement  in  private  financial  markets  is 
unacceptable  to  many,  including  the  Adminis¬ 
tration. 

Absent  policy  changes,  the  Government  is 
projected  to  accumulate  $3.5  trillion  in  excess 
cash  balances  by  2011.  If  this  were  all 
invested  in  equities,  the  Government  could 
own  10  percent  of  the  total  stock  market 
by  that  time.  Even  after  the  President’s 


tax  cut  and  spending  priorities  are  addressed, 
the  Government  is  still  projected  to  have 
nearly  $1.3  trillion  in  excess  cash  balances 
remaining  in  2011.  Given  the  amounts  in¬ 
volved,  the  Government  would  be  in  a  position 
to  directly  influence  decisions  of  private  indus¬ 
try. 

Chairman  Greenspan  has  warned  against 
such .  Government  involvement  in  private  fi¬ 
nancial  markets:  “Having  the  Federal  Govern¬ 
ment  hold  significant  amounts  of  private 
assets  would  risk  suboptimal  performance 
by  our  capital  markets,  diminished  economic 
efficiency,  and  lower  overall  standards  of 
living  than  would  be  achieved  otherwise.” 

He  went  on  to  recommend  that  the  U.S. 
Government  should  consider  cutting  taxes 
and  setting  up  a  system  of  personal  savings 
accounts  within  Social  Security  to  pre-empt 
such  a  development.  He  stressed  that  such 
a  strategy  should  begin  early,  well  before 
the  date  of  impending  “excess  cash”  accumula¬ 
tion,  so  that  drastic  action  is  not  needed 
in  any  one  given  year. 

The  Administration’s  Budget  does  just  what 
Chairman  Greenspan  recommends.  It  con¬ 
tinues  to  pay  down  a  historic  amount  of 
debt  at  a  record  rate  as  long  as  practicable. 


32 


A  BLUEPRINT  FOR  NEW  BEGINNINGS 


However,  it  also  lays  out  an  agenda  for 
gradually  reducing  the  on-budget  surplus  in 
order  to  minimize  the  risks  of  a  build¬ 
up  in  excess  cash  and  Government  purchase 
of  private  assets  in  the  future.  Even  with 
its  tax  cut,  the  Administration  still  projects 
that  $1.3  trillion  in  excess  cash  will  remain 
in  2011.  This  cash  would  be  available  for 
Social  Security  reform  and  other  priorities. 


Thus,  the  Administration’s  Budget  shows 
that  it  is  possible  to  effectively  pay  off 
the  debt,  deliver  meaningful  tax  relief  and 
address  needed  priorities,  while  preserving 
nearly  a  trillion  dollars  as  protection  against 
uncertainties.  Such  policies  will  help  to  shore 
up  the  Nation’s  long-run  economic  and  fiscal 
outlook,  and  will  allow  the  Nation  to  translate 
today^s  good  news  into  good  news  for  future 
generations  as  well. 


2.  PROVIDE  TAX  RELIEF  FOR  AMERICAN 

FAMILIES 


Highlights  of  the  President’s  Tax  Plan 

•  Replaces  the  current  marginal  income  tax  rates  of  15,  28,  31,  36,  and  39.6  per¬ 
cent  with  a  simplified  rate  structure  of  10,  15,  25,  and  33  percent. 

•  Doubles  the  child  tax  credit  to  $1,000  per  child  and  applies  the  credit  to  the 
Alternative  Minimum  Tax  (AMT). 

•  Reduces  the  marriage  penalty  by  reinstating  the  10  percent  deduction  for  two- 
earner  couples. 

•  Eliminates  the  death  tax. 

•  Expands  the  charitable  deduction  to  non-itemizers. 

•  Makes  the  Research  and  Experimentation  (R&E)  tax  credit  permanent. 


The  President’s  tax  plan  is  fair  and  bal¬ 
anced,  It  addresses  two  important  elements — 
the  need  to  reduce  inequities  in  the  tax 
code  and  the  need  to  foster  economic  growth. 

The  President’s  plan  gives  a  tax  cut  to 
every  American  who  pays  income  taxes — 
the  typical  family  of  four  will  be  able  to 
keep  at  least  $1,600  more  of  their  own 
money  when  the  plan  is  fully  effective.  It 
increases  tax  fairness  by  giving  the  lowest 
income  families  the  largest  percent  reduction. 

The  President’s  tax  plan  also  recognizes 
the  important  role  that  constructive  tax  policy 
plays  in  generating  high  rates  of  long-term 
growth.  Reductions  in  marginal  tax  rates 
encourage  greater  work  effort  and  provide 
more  inducement  to  save  and  invest  in  busi¬ 
ness  enterprises.  The  tax  plan  should  also 
help  to  shore  up  near-term  growth,  acting 
as  an  insurance  policy  against  further  weak¬ 
ening  of  the  economy. 

Rising  Individual  Tax  Burdens 

There  is  a  great  need  for  tax  relief  today. 
Total  Federal  revenues  have  surged  as  a 
share  of  Gross  Domestic  Product  (GDP)  since 
the  mid-1990s.  In  fact,  individual  income 


taxes  now  take  up  the  largest  share  of 
GDP  on  record — even  above  World  War  II 
levels.  (See  Chart  2-1.) 

Recent  gains  in  real  wages  account  for 
roughly  20  percent  of  this  individual  income 
tax  surge.  Most  of  the  individual  tax  code 
is  indexed  only  for  inflation.  Thus,  when 
wages  gain  in  excess  of  inflation,  taxpayers’ 
effective  tax  rate  rises.  This  results  from 
a  dilution  in  the  effect  of  the  standard 
deduction/exemptions/credits  and  from  the  fact 
that  some  individuals  are  bumped  into  higher 
tax  brackets  altogether.  It  is  unfortunate 
that  the  reward  for  higher  productivity  is 
a  higher  effective  tax  rate. 

Rising  tax  burdens  limit  families’  ability 
to  dedicate  resources  to  their  most  pressing 
concerns.  This  is  unfortunate  since  families 
are  the  best  stewards  of  their  resources, 
and  the  best  judges  of  their  own  needs. 
Some  families  need  more  for  education,  some 
need  more  for  child  care,  some  need  more 
for  other  things  entirely — things  that  no  Gov¬ 
ernment  or  bureaucrat  can  possibly  predict. 
The  wise  choice  is  to  put  families,  not 
bureaucrats,  in  charge  of  these  decisions. 
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Chart  2-1.  Individual  Income  Taxes  as  a 
Share  of  GDP  at  Record  High 


Percent  of  GDP 


The  President’s  tax  relief  plan  would  do 
just  that. 

Providing  Fair  and  Balanced  Tax  Relief 

The  President’s  tax  plan  provides  relief 
for  every  income  taxpayer;  however,  it  gives 
the  lowest  income  families  the  greatest  per¬ 
centage  reduction.  Indeed,  higher  income  indi¬ 
viduals  will  pay  a  higher  share  of  income 
taxes  after  this  plan  takes  effect.  (See  Chart 
2-2.) 

Lower  marginal  rates  will  help  remove 
barriers  that  lower  income  families  face  as 
they  try  to  enter  the  middle  class.  It  is 
an  unfortunate  quirk  of  the  present  tax 
code  that  many  low-income  families  are  now 
facing  higher  marginal  tax  rates  than  wealthy 
individuals,  due  to  the  combined  effect  of 
phase-out  of  the  Earned  Income  Credit  and 
the  Income  and  Payroll  Tax.  The  President’s 
plan  will  provide  them  with  vital  relief 
For  instance,  the  marginal  Federal  income 
tax  rate  for  low-income  families  with  two 


children  would  fall  by  over  40  percent  and 
by  nearly  50  percent  for  families  with  one 
child.  This  reduction  stems  from  the  establish¬ 
ment  of  the  new  10-percent  income  tax  bracket 
and  the  doubling  of  the  child  tax  credit. 
(See  Chart  2-3.) 

The  President’s  tax  plan  addresses  other 
inequities  in  the  present  tax  code  as  well. 
In  particular,  it  substantially  reduces  the 
marriage  penalty — a  phenomenon  whereby 
couples  often  have  to  pay  more  tax  after 
they  get  married.  It  does  so  by  reinstating 
the  deduction  for  two-earner  families  which 
allows  the  lower-earning  spouse  to  deduct 
10  percent — up  to  $3,000 — of  the  first  $30,000 
of  income. 

The  President’s  plan  allows  all  income 
taxpayers  to  deduct  their  charitable  gifts, 
even  if  they  do  not  itemize.  Wealthier  individ¬ 
uals  have  long  had  the  ability  to  do  so. 
This  provision  will  help  the  families  who 
give  and  will  likely  spur  an  increase  in 


2.  PROVIDE  TAX  RELIEF  FOR  AMERICAN  FAMILIES 


35 


charitable  giving  to  families  in  need.  This 
is  a  win-win  outcome. 

Enhancing  Prosperity 

While  individuals  see  the  most  direct  benefit 
of  tax  relief  in  the  form  of  higher  take- 
home  pay,  tax  policy  also  has  an  enormous 
effect  on  their  lives  by  affecting  the  economic 
environment  they  live  in.  Well  designed  tax 
policy  boosts  the  economy’s  sustainable  long¬ 
term  growth  rate,  which  ultimately  is  the 
governor  for  how  rapidly  standards  of  living 
will  rise  over  time. 

Reduced  tax  burdens  give  workers  a  greater 
incentive  to  work  harder.  It  gives  entre¬ 
preneurs  a  greater  incentive  to  reinvest  in 
their  businesses  and  in  turn,  to  hire  more 
workers.  Cross-country  studies  have  shown 
the  direct  link  between  lower  tax  burdens 
and  higher  rates  of  economic  growth. 

The  marginal  rate  cuts  contained  in  the 
President’s  plan  will  be  a  powerful  force 


in  helping  to  boost  long-term  growth.  Bringing 
the  top  marginal  rate  down  from  40  percent 
to  33  percent  will  help  to  reduce  the  “success 
tax”  on  entrepreneurs  and  lead  to  more 
investment.  Government  should  not  penalize 
success.  The  plan  will  give  over  20  million 
owners  of  small  business — sole  proprietorships, 
S  corporations  and  partnerships — a  tax  cut 
that  will  increase  cash  flow  and  allow  them 
to  add  jobs. 

The  President’s  commitment  to  eliminating 
the  death  tax  will  also  boost  risk-taking 
and  wealth  creation.  The  present  system 
is  unfair— it  taxes  income  that  was  already 
taxed  when  it  was  earned  and  makes  it 
difficult  for  many  families  to  pass  on  their 
business  or  farm  to  the  next  generation. 
The  death  tax  is  wrong  both  from  an  equity 
and  economic  perspective.  Elimination  of  the 
death  tax  will  help  family  businesses  and 
give  seniors  renewed  incentive  to  save  for 
their  children. 
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Chart  2-3.  Administration  Tax  Cut  Lowers  Marginal 
Tax  Rates  for  Families  on  the  Outskirts  of  Poverty 


Marginal  Tax  Rate  (Including  EIC) 


Single  Parent  with  two  Children  Earning  Between  $21,300  and  $30,600 


Note:  Marginal  tax  rate  excludes  FICA  and  State  income  taxes. 


The  President's  tax  plan  also  supports 
a  permanent  extension  of  the  Research  and 
Experimentation  (R&E)  Credit.  This  credit 
supports  the  type  of  technological  develop¬ 
ments  that  have  fuelled  the  recent  boom 
in  productivity  growth.  By  making  the  credit 
permanent,  the  President  will  give  firms 
the  incentive  to  undertake  long-term  research 
projects  that  could  well  provide  the  next 
round  of  technological  breakthroughs  for  fu¬ 
ture  generations. 

Planning  Responsibly  for  the  Future 

The  President’s  tax  plan  is  fiscally  respon¬ 
sible  in  addition  to  being  pro-growth  and 
fair.  It  accounts  for  roughly  one  quarter 
of  the  projected  10-year  budget  surplus  and 
only  six  percent  of  total  projected  tax  receipts 
over  this  period.  Indeed,  the  President  devotes 
more  than  twice  as  much  of  the  surplus 
for  debt  reduction  and  for  stocking  a  reserve 
fund  for  additional  needs  and  contingencies 
as  for  his  tax  relief  plan. 


Federal  Reserve  Chairman  Greenspan  also 
believes  that  tax  reductions  are  fiscally  pru¬ 
dent  at  the  current  time.  Given  the  rise 
in  surplus  projections,  it  now  looks  likely 
that  the  United  States  will  have  retired 
all  of  the  debt  that  is  able  to  be  redeemed 
by  the  middle  of  this  decade.  After  such 
time,  the  Government  is  forecast  to  accumu¬ 
late  large  cash  balances,  which  would  need 
to  be  invested  in  the  private  economy,  absent 
any  policy  changes.  Chairman  Greenspan 
warned  that  Government  investment  in  the 
economy  could  have  deleterious  economic  ef¬ 
fects  and  recommended  that  policymakers 
take  action  now  to  reduce  the  projected 
on-budget  surpluses  through  tax  reductions, 
in  order  to  pre-empt  an  accumulation  of 
excess  cash.  The  President’s  plan  is  in  line 
with  the  advice  of  the  Federal  Reserve  Chair¬ 
man. 

The  President’s  tax  plan  is  modest  in 
a  historical  sense.  It  will  reduce  projected 
revenues  by  1.3  percent  of  GDP  by  2006. 
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In  contrast,  President  Reagan’s  tax  cut  re¬ 
duced  revenues  by  4.5  percent  of  GDP  over 
a  similar  period,  relative  to  baseline  projec¬ 
tions. 

Thus,  the  President’s  plan  is  socially,  eco¬ 
nomically  and  fiscally  sound.  It  will  also 
have  near-term  benefits  now  that  the  economy 


has  slowed  markedly.  It  provides  an  insurance 
policy  against  a  further  deterioration  in  the 
growth  outlook  and  should  help  the  economy 
rebound  more  quickly  to  robust  growth  rates. 
This  is  another  reason  why  the  President’s 
tax  plan  is  responsible  and  well  suited  for 
the  times. 


3.  STRENGTHEN  AND  REFORM  EDUCATION 


Bipartisan  education  reform  is  the  corner¬ 
stone  of  President  Bush’s  Administration. 

The  quality  of  our  public  schools  directly 
affects  us  all  as  parents,  as  students,  and 
as  citizens.  Yet  too  many  children  in  America 
are  segregated  by  low  expectations,  illiteracy, 
and  self-doubt.  In  a  constantly  changing  world 
that  demands  increasingly  complex  skills  from 
its  work  force,  children  are  being  left  behind. 

Today,  nearly  70  percent  of  low-income 
fourth  graders  are  unable  to  read  at  a 
basic  level  on  national  reading  tests.  Our 
high  school  seniors  trail  students  in  most 
industrialized  nations  on  international  math 
tests.  And  nearly  a  third  of  our  college 
freshmen  find  they  must  take  a  remedial 
course  before  they  are  able  to  even  begin 
regular  college  level  courses. 

The  President’s  agenda  for  education  reform 
serves  as  a  framework  for  common  action, 
encouraging  all  of  us — Democrat,  Republican, 
and  Independent — to  work  in  concert  to 
strengthen  our  elementary  and  secondary 
schools,  to  build  the  mind  and  character 
of  every  child,  from  every  background,  in 
every  part  of  America. 

Bipartisan  solutions  are  within  our  reach. 
The  way  forward  to  reform  involves  a  series 
of  education  initiatives  aimed  at  creating 
a  culture  of  achievement  that  leaves  no 
child  behind — proposals  intended  to  reform 
the  Nation’s  public  schools  by: 

•  Encouraging  States  to  raise  standards; 

•  Holding  schools  accountable  for  improving 
student  achievement; 

•  Restoring  local  control;  and 

•  Empowering  parents  with  choices  from  be¬ 
fore  schooling  begins  to  college  and  be¬ 
yond. 

The  President’s  first  budget  translates  those 
principles  into  programs.  (See  Chart  3-1.) 


From  Principles  to  Programs 

The  President  believes  that  while  the  Fed¬ 
eral  Government  properly  plays  a  partnership 
role  in  the  education  of  our  children,  education 
remains  primarily  a  State  and  local  govern¬ 
ment  responsibility.  The  Federal  Government 
should  use  the  comparatively  small  amount 
of  its  investment  in  elementary  and  secondary 
education — approximately  seven  percent — to 
encourage  systemic  education  reform  in  the 
States. 

Three  aims  guide  the  Federal  effort: 

•  For  States:  flexibility  in  directing  edu¬ 
cation  and  saving  resources,  in  exchange 
for  accountability  through  measurable  re¬ 
sults; 

•  For  schools,  principals,  and  teachers:  au¬ 
tonomy  and  local  control,  in  exchange  for 
accountability;  and 

•  For  parents:  information  and  options,  to 
enable  them  to  provide  the  best  possible 
education  for  their  children. 

The  President’s  education  reform  plan  has 
six  core  components,  each  aimed  at  advancing 
the  objective  of  quality  education  for  all 
American  children: 

The  Gateway  to  Education — The  Reading 
First  Reform  Agenda 

Research  indicates  that  reading  is  the  gate¬ 
way  to  all  learning.  Given  the  importance 
of  reading  to  a  student’s  ultimate  educational 
success,  the  President  considers  it  a  national 
tragedy  that  nearly  70  percent  of  low-income 
fourth-graders  cannot  read  at  grade  level. 
This  is  especially  tragic  since  research  has 
identified  reading  instruction  methods  that 
work. 

The  President  proposes  a  Reading  First 
reform  agenda,  aimed  at  intervening  early 
to  build  the  strong  reading  skills  all  children 
need  to  succeed.  The  President’s  agenda  will: 
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Chart  3-1.  Elementary  and  Secondary  Education 
Act  and  Related  Programs 


Program  level  in  billions  of  dollars 


2001  Enacted  2002  Proposed 

Note:  Elementary  and  Secondary  Education  Act  (ESEA)  programs  increase  by  $1.6  billion,  or  more  than  eight  percent,  in  2002. 

Increases  for  related  program  areas  such  as  math  and  science  education,  after  school  certificates,  and  community  technology  centers, 
totaling  $340  million,  bring  the  increase  over  2001  to  nearly  10  percent.  _ 


•  Establish  the  Reading  First  program— an 
investment  of  $5  billion  over  five  years  to 
ensure  that  every  child  in  America  can 
read  by  third  grade,  with  special  emphasis 
on  intervention  efforts  aimed  at  children 
in  kindergarten  through  second  grade  who 
are  at  risk  of  falling  behind; 

•  Reform  Head  Start,  by  making  school 

readiness — pre-reading  and  numeracy 

skills — Head  Start’s  top  priority,  and  begin 
to  plan  the  move  of  Head  Start  to  the 
Department  of  Education  to  strengthen 
this  new  emphasis;  and 

•  Support  an  early  childhood  reading  initia¬ 
tive  to  help  prepare  young  children  to  read 
in  existing  pre-school  and  Head  Start  pro¬ 
grams. 


Equality  and  Excellence  in  Education — 
Closing  the  Achievement  Gap  Through 
Strong  Accountability 

The  President  approaches  education  with 
two  bedrock  beliefs  in  mind:  all  children 
can  learn,  and  no  child  should  be  left  behind. 
Unfortunately,  the  children  most  often  hurt 
by  weak  standards,  limited  opportunities  and 
“the  soft  bigotry  of  low  expectations”  are 
the  least  advantaged  among  us:  children 
whom  the  Federal  Government  has  a  special 
obligation  to  help — low-income  or  minority 
children,  as  well  as  those  with  limited  English 
proficiency. 

For  35  years,  the  primary  source  of  Federal 
K-12  education  funding  has  been  the  Title 
I  program.  The  goal  of  Title  I— eliminating 
the  achievement  gap  separating  low-income 
and  minority  students  from  their  peers — 
remains  as  compelling  as  the  day  the  law 
was  signed;  the  failure  of  the  traditional 
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Title  I  approach,  however,  proves  that  Federal 
reform  is  long  overdue. 

Since  1990,  we  have  spent  nearly  $90 
billion  in  the  Title  I  program  and  yet  achieve¬ 
ment  scores  have  remained  generally  stagnant. 

Despite  spending  billions  of  dollars  on  edu¬ 
cation,  we  have  fallen  short  in  meeting 
our  goals  for  educational  excellence.  The 
academic  achievement  gap  between  rich  and 
poor,  Anglo  and  minority  is  not  only  wide, 
but  in  some  cases  is  growing  wider  still. 

To  increase  standards  of  excellence  for 
all  students,  the  President  proposes  a  bold 
and  ambitious  Federal  approach  to  education, 
granting  States  and  local  schools  unprece¬ 
dented  freedom  from  Federal  regulation — 
in  exchange  for  accountability  for  results. 

Accountability  without  the  means  to  meas¬ 
ure  achievement  is  an  empty  promise.  The 
President  believes  that  schools  must  have 
clear,  measurable  goals  focused  on  foundation 
skills  and  essential  knowledge.  There  must 
be  annual  testing  to  ensure  those  goals 
are  being  met.  Results  should  be  broken 
down  by  student  group,  and  published  in 
school-by-school  report  cards. 

Finally,  without  consequences  for  failure, 
there  is  no  pressure  to  succeed.  For  that 
reason,  an  “accountability  principle”  requires 
that  Federal  reward  funds  should  flow  to 
States  and  schools  that  improve  student 
achievement,  and  consequences  should  be  im¬ 
posed  on  those  whose  performance  stagnates 
or  declines. 

Accountability  must  be  accompanied  by  local 
control,  in  both  measures  and  means.  Respon¬ 
sibility  for  developing  assessments  should 
reside  with  States  and  local  communities. 

•  States  will  be  given  more  freedom  in  di¬ 
recting  Federal  education  dollars  in  ex¬ 
change  for  creating  a  comprehensive  sys¬ 
tem  of  accountability,  including  regular 
measurement  of  student  achievement  (an¬ 
nual  State  assessments  in  all  grades  3-8 
broken  down  by  student  group)  and  reg¬ 
ular  public  reporting  of  those  results; 

•  A  new  fund  will  reward  States  and  schools 
that  improve  student  performance,  while 
a  portion  of  Federal  administrative  fund¬ 


ing  will  be  withdrawn  from  States  that 
permit  student  performance  to  decline; 

•  To  restore  local  control,  the  President 
proposes  to  consolidate  many  Federal 
programs  within  five  flexible  categories, 
allowing  States  to  direct  funds  towards 
major  priorities;  and 

•  Educational  technology  programs  will  be 
strengthened  and  better  coordinated  to  be 
used  as  a  tool  to  boost  student  achieve¬ 
ment. 

Empowering  Parents — More  Options  from 
Kindergarten  to  College  and  More 
Information  to  Make  Those  Options 
Meaningful 

The  President  believes  that  parents  are 
the  most  important  enforcers  of  accountability 
in  education,  because  no  parent — given  the 
option — would  willingly  keep  her  or  his  child 
in  an  under-performing  school.  Yet  only  when 
parents  are  armed  with  information  can  they 
press  for  change.  To  accurately  assess  school 
performance,  parents  must  be  armed  with 
the  best  possible  information,  as  well  as 
options  and  resources  to  ensure  their  child 
has  the  opportunity  to  achieve  educational 
excellence. 

To  help  empower  parents,  the  President’s 
reform  plan  proposes  the  following  programs: 

•  To  arm  parents  with  information,  all 
States  will  be  required  to  publish  school- 
by-school  report  cards,  and  make  those  re¬ 
port  cards  available  via  the  Internet; 

•  To  expand  school  choice,  parents  of  stu¬ 
dents  trapped  in  chronically  failing  schools 
will  have  the  option  of  transferring  to  an¬ 
other  public  school  that  is  making  ade¬ 
quate  educational  progress — or  using  their 
share  of  Federal  Title  I  funds  to  seek  sup¬ 
plemental  educational  services  or  private 
school  alternatives; 

•  To  expand  charter  school  options,  the  Fed¬ 
eral  Government  will  provide  seed  capital 
to  assist  charter  schools  with  start-up 
costs  and  other  needs; 

•  To  help  parents  offset  the  increasing  costs 
of  education,  existing  Education  Savings 
Accounts  will  be  expanded,  increasing  the 
annual  contributions  limit  from  $500  to 
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$5,000 — and  allowing  funds  to  be  with¬ 
drawn  tax  free  to  pay  educational  ex¬ 
penses  from  kindergarten  through  college; 
and 

•  To  encourage  parents  to  save  early  for  col¬ 
lege,  a  full  tax  exemption  will  be  available 
for  all  qualified  pre-paid  tuition  and  sav¬ 
ings  plans. 

Quality  in  the  Classroom — Improving 
Teacher  Quality,  Increasing  Teacher- 
Related  Resources 

The  President  believes  that  as  Government 
asks  more  of  teachers,  it  must  do  more 
to  help  teachers  reach  higher  goals.  To  that 
end,  the  President’s  Budget  includes  proposals 
to  ease  and  encourage  the  entry  of  skilled 
professionals  into  teaching,  to  improve  teacher 
training,  to  help  teachers  enforce  discipline 
in  the  classroom,  and  to  treat  teachers  more 
fairly. 

The  President’s  quality  in  the  classroom 
initiatives  include: 

•  Consolidating  and  increasing  funds  for 
teacher  training  and  recruiting  into  a  $2.6 
billion  fund  that  provides  States  the  flexi¬ 
bility  to  improve  teacher  quality  while  en¬ 
suring  increased  accountability; 

•  Expanding  existing  student  loan  forgive¬ 
ness  limits  from  $5,000  to  $17,500  for 
math  and  science  majors  who  teach  those 
subjects  in  high-need  schools  for  five 
years; 

•  Increasing  funds  for  the  Troops-to-Teach- 
ers  transition  program  to  $30  million,  to 
encourage  former  military  personnel  to 
continue  their  public  service  in  America’s 
classrooms; 

•  Establishing  a  tax  deduction  for  teachers, 
allowing  the  deduction  of  up  to  $400  dol¬ 
lars  in  out-of-pocket  classroom  expenses; 
and 

•  Supporting  math  and  science  partnerships 
among  States,  universities,  and  school  dis¬ 
tricts  to  improve  math  and  science  K-12 
education. 


Restoring  School  Safety  and  Promoting 
Character  Development 

The  President  believes  that  comprehensive 
education  reform  includes  renewed  emphasis 
on  character  development,  and  a  commitment 
to  ensure  school  safety.  To  achieve  these 
goals,  the  President’s  proposal  seeks  to  stream¬ 
line  two  complementary  programs.  Safe  and 
Drug-Free  Schools  and  Communities  and  21st 
Century  Community  Learning  Centers,  and 
create  State  formula  grants  for  before-  and 
after-school  learning  opportunities  and  for 
violence  and  drug  prevention  activities. 
Though  moral  education  properly  begins  at 
home,  parents  have  the  right  to  expect  schools 
to  be  allies  in  the  attempt  to  instill  good 
character,  not  value-free  zones  where  students’ 
physical  and  moral  well  being  is  at  risk. 
To  meet  this  challenge,  the  President  proposes 
initiatives  to: 

•  Require  States  to  measure  and  improve 
school  safety — and  to  provide  students  in 
chronically  dangerous  schools  with  the  op¬ 
tion  to  transfer  to  a  safe  school; 

•  Establish  “Project  Sentry”  to  prosecute  ju¬ 
veniles  who  carry  or  use  guns,  as  well  as 
the  adults  who  provide  them; 

•  Improve  discipline  by  requiring  schools  to 
strengthen  teachers’  ability  to  enforce 
order  in  the  classroom  by  enacting  a 
Teacher  Protection  Act  to  shield  teachers 
from  meritless  lawsuits; 

•  Triple  Federal  character  education  fund¬ 
ing,  and  expand  the  role  of  faith-based  and 
community  organizations  in  after-school 
programs;  and 

•  Help  parents  obtain  safe,  supervised  after¬ 
school  care  with  a  high-quality  educational 
focus  through  after-school  certificates. 

Modernizing  Schools  for  Military 
Dependents  and  Native  Americans 

The  President  believes  that  the  Federal 
Government  has  a  special  obligation  to  certain 
schools — those  schools  that  educate  the  chil¬ 
dren  of  families  who  serve  in  the  U.S. 
military  and  those  that  educate  Native  Amer¬ 
ican  children.  However,  the  Federal  obligation 
to  these  schools  has  not  always  been  met — 
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most  notably  in  the  area  of  school  construction. 
The  President’s  proposal  includes  initiatives 
to  help  support  school  construction  and  renova¬ 
tion  by: 

•  Eliminating  the  Bureau  of  Indian  Affairs’ 
school  repair  and  maintenance  backlog  by 
2006,  while  replacing  older  and  more  di¬ 
lapidated  schools; 

•  Increasing  funding  for  the  Impact  Aid  con¬ 
struction  program  by  $62  million  to  im¬ 


prove  the  quality  of  public  school  buildings 
and  eliminate  the  backlog  of  repairs  and 
construction  for  schools  on  or  near  military 
facilities  and  those  serving  children  from 
Native  American  lands. 

In  addition,  the  President  proposes  to  help 
local  school  districts  meet  school  construction 
demands  by  allowing  State  private  activity 
bonds  to  be  used  for  school  construction 
and  repair. 


4.  MODERNIZE  AND  REFORM 
SOCIAL  SECURITY 


For  65  years,  Social  Security  has  provided 
retirement  security  for  tens  of  millions  of 
Americans.  Four  generations  of  Americans 
have  relied  on  the  Government  to  keep 
the  promises  it  made  to  them  during  their 
working  years.  As  demographics  change  and 
costs  increase,  the  challenge  we  face  is  ensur¬ 
ing  that  the  Social  Security  system  is  strength¬ 
ened  for  tomorrow’s  retirees. 

The  Need  for  Reform 

Social  Security’s  spending  path  is  unsustain¬ 
able  in  the  long  run,  driven  largely  by 
demographic  trends. 

First,  longer  life  spans  mean  more  benefit 
payments.  In  1940,  during  the  early  years 
of  the  program,  life  expectancy  at  age  65 
was  an  additional  12  years  for  men  and 
13  years  for  women.  By  2075,  the  remaining 
life  expectancy  at  age  65  is  projected  to 
be  20  years  for  men  and  23  years  for 
women.  As  a  result,  people  are  spending 
a  growing  proportion  of  their  lives  in  retire¬ 
ment.  While  longer  life  spans  are  clearly 
desirable,  they  also  mean  additional  years 
of  benefit  payments,  and  a  dramatic  long¬ 
term  increase  in  Government  obligations. 

In  addition,  a  long-term  decline  in  fertility 
rates  means  there  will  be  fewer  workers 
available  to  support  each  retiree  once  the 
baby  boom  generation  starts  to  retire.  As 
a  result  of  declining  birth  rates  and  increasing 
life  expectancy,  the  ratio  of  workers  to  Social 
Security  beneficiaries  is  expected  to  shrink 
from  5.1  in  1960  to  3.4  today  to  2.1  in 
2030.  These  demographic  trends  will  strain 
our  ability  to  make  benefit  pajunents  at 
current  pa3rroll  tax  rates. 

The  Social  Security  system  faces  a  long¬ 
term  unfunded  liability  of  $8.7  trillion.  In 
addition,  the  structure  of  Social  Security 
leads  to  substantial  generational  inequities 
in  average  rate  of  return.  (See  Chart  4-1.) 


Old  Solutions  and  a  New  Approach 

Without  new  thinking  on  Social  Security 
reform,  two  old  choices  will  soon  present 
themselves.  We  can  further  reduce  future 
retirees’  returns  from  Social  Security  through 
benefit  cuts  or  through  tax  increases.  Or 
we  can  do  nothing — inaction  would  simply 
mean  leaving  this  problem  for  our  children 
and  grandchildren  instead  of  addressing  it 
for  them  now. 

There  is  a  better  way  to  address  both 
the  long-term  financial  crisis  and  the 
generational  inequities.  Allowing  individuals 
to  keep  some  of  their  pa3U‘oll  taxes  in  personal 
retirement  accounts  to  provide  for  their  own 
retirement  security  can  reduce  the  need  for 
a  rapidly  growing  Government  outlay  by 
creating  opportunities  for  younger  workers 
to  enjoy  the  fruits  of  higher  rates  of  return 
in  private  equity  markets. 

Principles  for  Reform 

Modernization  must  not  change  existing 
benefits  for  current  retirees  or  near-retirees, 
and  it  must  preserve  the  disability  and 
survivors’  components.  The  promises  made 
to  current  retirees  must  be  kept. 

The  Social  Security  surplus  must  be  pre¬ 
served  only  for  Social  Security.  For  30  years, 
Social  Security  surpluses  have  been  used 
to  mask  spending  increases  in  programs  unre¬ 
lated  to  Social  Security.  Surpluses  in  the 
Social  Security  Trust  Funds  will  total  $2.6 
trillion  over  the  next  10  years.  These  surpluses 
will  be  saved  for  Social  Security  reform 
and  will  be  used  to  reduce  debt  held  by 
the  public  until  Social  Security  reform  is 
enacted. 

Social  Security  payroll  taxes  must  not  be 
increased,  as  they  have  been  20  times  since 
the  program  began  in  1937. 

The  Government  itself  must  not  invest 
Social  Security  funds  in  the  private  economy. 
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Chart  4-1.  Social  Security  Rates  of  Return 
Falling  with  Each  Generation 


Average  inflation-adjusted  rate  of  return 


♦Assumes  current-law  benefits.  The  Social  Security  trust  fund  will  not  be  able  to  meet  current-law  benefit  obligations  after  2037. 
Accordingly,  rates  of  return  are  overstated. 


Successful  Social  Security  reform,  which 
addresses  both  the  long-term  unfunded  liabil¬ 
ity  and  the  generational  inequities,  must 
be  built  upon  a  core  of  individually  controlled, 
voluntary  personal  retirement  accounts  that 
will  augment  the  Social  Security  safety  net. 

The  Benefits  of  Personal  Retirement 
Accounts 

Personal  retirement  accounts,  which  would 
be  voluntary,  would  enable  individuals  to 
build  financial  wealth  and  security  in  a 
way  that  the  current  Social  Security  system 
does  not.  Personal  accounts  invested  in  safe 
private  financial  markets  will  earn  higher 
rates  of  return  than  the  traditional  system 
and  help  workers  enhance  their  personal 
savings  and  their  freedom  to  retire.  Ownership 
of  a  real  financial  asset  without  the  political 
risk  of  future  changes  would  mean  more 
security  for  working  Americans  to  build  their 
own  retirement  assets,  and  to  pass  those 
assets  on  to  their  children. 


A  balanced  portfolio  of  stocks  and  bonds 
can,  in  the  long  run,  yield  almost  a  5.5 
percent  real  rate  of  return.  Even  a  portfolio 
of  inflation-adjusted  Government  bonds  yields 
a  3.0  percent  real  rate  of  return.  Both 
are  significantly  better  investments  than  those 
implicit  in  the  current  Social  Security  system, 
which,  for  many  younger  workers,  could  ulti¬ 
mately  result  in  a  negative  rate  of  return. 

This  higher  rate  of  return,  through  individ¬ 
ually  controlled  investments  in  private  debt 
and  equity  markets,  is  the  key  to  the  success 
of  personal  accounts.  A  two  to  four  percentage 
point  differential,  compounded  over  time, 
means  greater  retirement  security  than  under 
current  law. 

The  long-term  fiscal  challenge  facing  the 
Social  Security  system,  and  the  generational 
inequities  inherent  in  that  system,  drive 
the  need  for  reform.  Reform  is  significantly 
easier  to  implement  if  done  far  in  advance, 
so  that  individuals  and  families  have  time 
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to  adjust  their  retirement  plans,  and  so 
that  changes  can  be  phased  in  slowly  over 
time.  Reform  based  on  personal  accounts 
presents  a  tremendous  new  opportunity  to 


enable  individuals  to  build  financial  wealth 
and  security,  while  reducing  the  twin  problems 
of  fiscal  imbalance  and  generational  inequity. 


5.  MODERNIZE  AND  REFORM  MEDICARE 


Like  Social  Security,  Medicare  represents 
a  promise  that  the  Nation  has  made  to 
its  senior  citizens — a  promise  that  we  have 
an  enduring  obligation  to  keep. 

With  this  Congress,  the  executive  and  legis¬ 
lative  branches  and  both  political  parties 
will  take  a  first  step  towards  restoring  the 
strength  of  this  promise  not  just  for  years 
to  come,  but  for  generations  to  come. 

Modernizing  and  saving  Medicare  must  rank 
among  the  most  urgent  priorities  in  an 
era  of  common  purpose. 

Promises  to  Restore 

Following  Congressional  passage  of  Medicare 
in  1965,  President  Lyndon  Johnson  said: 
“No  longer  will  older  Americans  be  denied 
the  healing  miracle  of  modern  medicine.” 
Yet  today,  in  many  ways.  Medicare  no  longer 
keeps  pace  with  modern  medical  advances. 
Although  Medicare  coverage  of  preventive 
care  services  has  been  significantly  expanded 
over  the  past  five  years,  Medicare  still  offers 
a  benefit  package  based  on  the  most  popular 
Blue  Cross/Blue  Shield  package  of  President 
Johnson’s  era — a  standard  of  excellence  at 
the  time  that  is  inadequate  today.  And  for 
many  seniors.  Medicare  does  not  offer  coverage 
choices  that  many  of  the  privately  insured 
have  become  accustomed  to  receiving. 

One  of  the  largest  flaws  in  Medicare  cov¬ 
erage  today  is  its  failure  to  cover  outpatient 
prescription  drugs.  Approximately  98  percent 
of  private  health  insurance  plans  offer  a 
prescription  drug  benefit  or  a  cap  on  out- 
of-pocket  expenses  as  an  integral  part  of 
the  benefit  package.  Private  health  insurers 
recognize  the  important  role  of  drug  therapy 
in  medical  care.  Drugs  can  often  be  cost- 
effective  therapies  preventing  the  need  for 
more  expensive  hospitalizations  or  other  inten¬ 
sive  therapies. 

The  need  for  Medicare  reform  does  not 
relate  only  to  the  financial  condition  of  Medi¬ 
care  or  the  lack  of  adequate  coverage.  Of 
perhaps  equal  concern  is  the  complexity  and 
inflexibility  of  the  Medicare  bureaucracy  itself. 


The  current  system,  with  ever  increasing 
pages  of  regulations,  administrative  guidelines 
and  other  endless  directives  issued  on  a 
monthly  basis,  leaves  providers  and  bene¬ 
ficiaries  often  bewildered  and  frustrated.  The 
current  system  is  too  complex,  too  centralized, 
and  becoming  more  so  each  year.  Burdensome 
regulations  and  other  central  directives  force 
providers  to  take  time  away  from  patients 
to  comply  with  excessive  and  complex  paper¬ 
work. 

Excessive  administrative  complexity  also 
makes  Medicare  prone  to  fraud  and  abuse. 
In  1999,  the  HHS  Inspector  General  deter¬ 
mined  that  Medicare  made  more  than  $13 
billion  in  improper  payments.  Given  the  com¬ 
plexity  of  Medicare,  it  is  often  difficult  to 
determine  where  honest  mistakes  end  and 
fraud  begins.  The  GAO  concluded  as  recently 
as  January  2001  in  its  High-Risk  Update 
that  the  Health  Care  Financing  Administra¬ 
tion  (HCFA)  “lacks  sufficient  information  on 
newly  designed  payment  systems  to  determine 
whether  providers  are  being  paid  appropriately 
for  the  services  they  deliver.” 

Sustaining  the  Medicare  program  for  future 
generations  of  beneficiaries  will  require  an 
honest  and  forthright  effort  by  the  Federal 
Government  to  address  these  problems.  Re¬ 
forming  Medicare  will  also  require  reforming 
HCFA.  This  will  include  employing  every 
strategy  appropriate  to  enhance  quality  health 
care  options  for  beneficiaries  rather  than 
relying  on  increasingly  punitive  regulations, 
arbitrary  and  multiple  pricing  systems,  and 
delays  to  maintain  the  status  quo. 

How  Outmoded  Has  Medicare  Become? 

Today,  Medicare  covers  only  53  percent 
of  the  average  senior’s  annual  medical  ex¬ 
penses.  The  current  Medicare  program  is 
burdened  by  horrific  bureaucratic  complexity 
and  operates  in  a  non-competitive,  inefficient 
manner.  In  addition,  the  program  lacks  the 
flexibility  to  operate  differently. 
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Medicare  fails  today's  elderly  patients  in 
other  ways: 

•  The  preventive  care  services  offered  under 
Medicare,  while  greatly  expanded,  are  still 
insufficient  to  help  seniors  remain  healthy, 
and  therefore  avoid  more  expensive  care 
later; 

•  Routine  services  such  as  annual  physicals, 
vision  tests  and  hearing  aids  are  not  cov¬ 
ered; 

•  It  is  not  coordinated  with  the  employment- 
based  health  insurance  system,  providing 
disincentives  to  continued  work; 

•  It  has  a  fee-for-service  cost-sharing  struc¬ 
ture  that  still  leaves  seniors  vulnerable  to 
high  costs,  and  is  less  effective  than  nec¬ 
essary  in  ensuring  good  use  of  care;  and 

•  It  currently  maintains  separate  trust 
funds,  one  for  inpatient  hospital  and  post¬ 
acute  care,  and  one  for  physician  fees  and 
other  outpatient  costs.  This  separation 


may  lead  to  misleading  assessments  of 
Medicare’s  financing  and  reflects  a  dif¬ 
ferent  era  of  medicine. 

Financial  Reasons  for  Reform 

In  addition  to  the  way  Medicare  fails 
to  provide  the  care  seniors  deserve,  there 
is  irrefutable  evidence  that  Medicare’s  finances 
are  headed  for  bankruptcy. 

Like  Social  Security,  Medicare’s  long  term 
financing  is  driven  by  the  significant  demo¬ 
graphic  trends  that  will  begin  taking  shape 
in  about  10  years.  (See  Chart  5-1.) 

•  Between  2010  and  2030,  the  number  of 
persons  age  65  and  older  will  increase 
from  39.7  million  to  69.1  million.  That’s 
an  average  of  one  and  a  half  million  more 
seniors  per  year  for  20  years. 

•  During  that  same  period,  the  Medicare  ac¬ 
tuaries  project  Medicare  spending  will  in¬ 
crease  from  $324  billion  to  $694  billion, 
in  constant  2000  dollars. 


Chart  5-1.  The  Aging  of  Society  Makes 
Reform  Urgent 


U.S.  population  over  age  65  (in  millions) 


Age  65-74 


1 

1990  2000  2010  2020  2030  2040  2050 

Source:  US  Bureau  of  the  Census,  Current  Population  Reports,  1995 
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•  This  shift  in  demographics  will  begin  with 
retirement  of  the  baby  boom,  but  it  will 
not  end  there. 

•  The  great  advances  in  health  and  well¬ 
being  of  the  20th  Century  will  lead  to  sig¬ 
nificant  increases  in  the  average  life  span 
in  the  21st  Century. 

•  Demographers  now  project  that  persons 
born  in  2000  will  live,  on  average,  to  age 
76,  up  almost  six  years  compared  to  people 
born  in  1970. 

•  As  a  result,  there  is  projected  to  be  a  per¬ 
manent  shift  in  the  ratio  of  workers  to 
Medicare  beneficiaries,  from  4.0  workers 
today  to  2.3  in  2030  and  2.0  in  2070. 

These  demographic  trends  will  dramatically 
change  spending  for  both  Social  Security 
and  Medicare,  but  the  problem  is  likely 
to  be  even  more  pronounced  in  Medicare 
due  to  the  expected  increases  in  health 
care  costs  per  beneficiary.  Medicare  per  capita 
spending  is  projected  to  vastly  outpace  the 
consumer  price  index  for  the  next  25  years. 

These  demographic  trends  are  impacting 
the  Medicare  program  as  a  whole,  making 
it  critical  to  focus  on  the  solvency  of  Medicare 
in  its  entirety. 

While  it  is  true  that  the  Hospital  Insurance 
Trust  Fund  is  projected  to  have  a  surplus 
over  the  next  ten  years,  it  is  misleading 
to  focus  so  much  attention  on  only  one 
of  the  program’s  two  trust  funds  representing 
only  60  percent  of  total  Medicare  spending. 

A  full  assessment  of  Medicare’s  finances 
reveals  spending  exceeds  the  total  of  tax 
receipts  and  premiums  dedicated  to  Medicare 
today,  and  that  “financing  gap”  is  projected 
to  widen  dramatically.  This  gap  is  $51  billion 
in  2000,  growing  to  $216  billion  (using  con¬ 
stant  dollars)  in  2020,  and  $368  billion  in 
2030.  Not  only  is  there  no  surplus  in  Medicare 
today,  there  is  a  large  deficit.  (See  Chart 
5-2.) 

Even  without  the  large  financing  problem. 
Medicare  modernization  would  be  necessary 
to  ensure  beneficiaries  get  high  quality  health 
care.  But  the  looming  financial  shortfall  makes 
reform  even  more  urgent.  To  be  successful, 
reform  must  substantially  improve  Medicare’s 
long-term  financing. 


The  President’s  Approach  to  Improving 
and  Strengthening  Medicare 

Coupled  with  a  systematic  effort  to  change 
the  outmoded  Medicare  program  and  its  ad¬ 
ministration,  the  budget  will  devote  $156 
billion  this  year  and  over  10  years  for 
urgently  needed  Medicare  modernization,  in¬ 
cluding  providing  for  an  integrated  prescrip¬ 
tion  drug  plan. 

The  President  plans  to  reform  Medicare 
based  on  the  following  principles: 

•  Medicare’s  current  guarantee  of  access  to 
seniors  must  be  preserved; 

•  Every  Medicare  recipient  must  have  a 
choice  of  health  plans,  including  the  option 
of  purchasing  a  plan  that  covers  prescrip¬ 
tion  drugs; 

•  Medicare  must  cover  expenses  for  low-in¬ 
come  seniors; 

•  Reform  must  provide  streamlined  access 
to  the  latest  medical  technologies; 

•  Medicare  payroll  taxes  must  not  be  in¬ 
creased;  and 

•  Reform  must  establish  an  accurate  meas¬ 
ure  of  the  solvency  of  Medicare. 

The  President’s  Proposal:  Immediate 
Helping  Hand 

Until  Medicare  reform  is  enacted  and  imple¬ 
mented,  the  President  is  proposing  a  program 
to  give  immediate  help  to  our  neediest  seniors. 

The  President  believes  it  is  essential  to 
get  help  to  seniors  now.  He  believes  it 
is  equally  essential  for  the  Administration 
and  both  parties  in  Congress  to  work  together 
to  make  certain  that  Medicare  reform  produces 
a  better  program  that  is  financially  sound. 

The  President’s  program  includes: 

•  Immediate  Helping  Hand  funds  that  will 
go  to  States  to  offer  quick,  short-term  as¬ 
sistance  for  low  income  seniors  to  cover 
all  or  part  of  the  cost  of  prescription  drugs, 
and  catastrophic  drug  coverage  for  all  sen¬ 
iors; 

•  Prescription  drug  coverage  to  seniors 
whose  incomes  are  at  or  below  135  percent 
of  the  poverty  line  for  no  premium  and 
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Chart  5-2.  Medicare  Outlays  vs.  Medicare 
Tax  Receipts  and  Premiums 


Outlays  in  trillions  of  dollars 


Note:  Outlays  include  Part  A  and  Part  B  outlays  in  constant  2000  dollars. 

Tax  receipts  and  premiums  are  defined  as  payroll  tax,  tax  on  social  security  benefits,  and  Part  B  premiums  in  constant  2000  dollars. 
Source:  Annual  Report  of  the  Board  of  Trustees  of  the  Federal  Hospital  Insurance  and  Supplemental  Medical  Insurance  Trust  F'unds 


nominal  co-payments.  The  President’s  pro¬ 
posal  also  provides  partial  coverage  for 
those  with  incomes  between  135  percent 
and  175  percent  of  poverty;  and 


•  Funds  for  States  to  provide  catastrophic 
coverage  for  all  seniors  with  over  $6,000 
in  out-of-pocket  drug  costs  per  year.  (See 
Chapter  13,  “Invest  in  Health  Care”  for 
a  more  detailed  description.) 


6.  REVITALIZE  NATIONAL  DEFENSE 


Ensuring  the  common  defense  is  the  sworn 
duty  and  first  responsibility  of  any  President. 
The  President  believes  a  strong  military  is 
essential  to  defend  American  interests  and 
extend  the  more  secure  peace  that  resulted 
from  the  end  of  the  Cold  War. 

As  old  threats  recede,  however,  new  threats 
emerge.  While  the  Cold  War  may  be  over, 
a  Cold  War  focus  continues  to  define  our 
Armed  Forces  in  terms  of  doctrine,  structure 
and  strategy.  The  threat  of  a  massive  nuclear 
attack  launched  by  the  Soviet  Union  has 
been  replaced  by  a  world  in  which  threats 
come  from  rogue  states  bent  on  acquiring 
weapons  of  mass  destruction  and  terrorism — 
threats  as  unconventional  as  they  are  unpre¬ 
dictable.  America’s  armed  forces  are  more 
than  capable  of  defending  our  national  security 
in  such  a  world,  provided  we  adapt  our 
defense  strategy  and  structure  accordingly. 

The  President  took  office  with  three  goals 
in  mind:  To  renew  the  bonds  of  trust  between 
the  Commander  in  Chief  and  the  American 
military;  to  protect  the  American  people  from 
missile  attack  and  threats  of  terror;  and, 
central  to  these  goals,  begin  building  a  mili¬ 
tary  capable  of  combating  the  threats  of 
a  new  century. 

Restoring  Military  Morale 

The  President  believes  that  the  men  and 
women  who  choose  to  serve  this  country 
deserve  not  only  our  respect,  but  also  our 
support  in  terms  of  pay,  housing,  and  other 
quality-of-life  issues.  We  cannot  honor  our 
servicemen  and  women  and  yet  allow  sub¬ 
standard  housing  and  inadequate  compensa¬ 
tion  levels  to  endure. 

Restoring  morale  also  means  restoring  a 
clear  sense  of  mission.  To  this  end,  the 
President  has  pointed  to  the  pattern  of  ex¬ 
tended  deployments  that  have  characterized 
the  post-Cold  War  period  and  has  made 
clear  that  future  deployments  must  reflect 
clear  American  goals,  sharpened  mission  focus, 
and  an  end  to  the  practice  of  diffuse,  open- 
ended  commitments. 


To  signal  to  our  servicemen  and  women 
our  renewed  respect,  the  President  proposes 
to: 

•  Add  $1.4  billion  for  a  military  pay  raise 
and  allowances; 

•  Increase,  by  $400  million,  funding  to  im¬ 
prove  the  quality  of  housing  or  reduce  out- 
of-pocket  expenses  for  housing  for  our 
military  personnel  and  their  families;  and 

•  Fund  new  and  expanded  health  benefits 
for  military  retirees  recently  authorized  by 
Congress. 

Shape  a  21st  Century  Force  Structure 

The  Cold  War  is  over,  but  to  a  too 
great  extent  the  structure  and  strategies 
appropriate  to  that  era  of  bi-polar,  super 
power  stand-off  continue  to  govern  our  Armed 
Services.  The  Cold  War  posture  can  trace 
its  origins  to  the  Eisenhower  era  and  the 
early  debates  over  the  New  Look  strategy. 
This  strategy  laid  the  foundation  for  the 
structure  of  armed  forces  and  deterrence 
policy  that  dominated  until  the  collapse  of 
the  Soviet  Union.  Indeed,  the  last  revision 
to  that  national  security  strategy  occurred 
in  the  Gulf  War  period  with  the  introduction 
of  a  Regional  Defense  Strategy  as  a  means 
to  transition  to  the  post-Cold  War  imperatives. 
That  interim  strategy  has  remained  transi¬ 
tional  and  largely  unaltered  since  its  introduc¬ 
tion  a  decade  ago. 

The  President  has  called  for  a  review 
of  the  U.S.  military  posture.  The  review 
will  examine  the  imperatives  for  national 
security  capabilities,  scrutinize  the  structure 
of  our  armed  forces,  and  set  priorities  for 
research,  development,  procurement,  and  oper¬ 
ations.  These  findings  will  help  develop  a 
new  national  defense  architecture,  consistent 
with  our  alliance  obligations  and  enduring 
interests,  yet  suitable  to  meet  the  emerging 
threats  of  a  new  century. 
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In  addition,  the  findings  will  provide  the 
underpinning  for  informed  decisions  about 
appropriate  resource  adjustments  necessary 
to  carry  out  the  objectives  of  the  review. 

Develop  Next  Generation  Weapons 
Systems 

The  President  is  committed  to  enlisting 
the  power  of  American  technology  in  the 
service  of  national  security.  In  both  R&D 
and  acquisitions,  he  will  emphasize  programs 
that  offer  our  Armed  Forces  information  supe¬ 
riority,  safety  through  stealth,  and  victory 
achieved  less  through  massed  power  than 
superior  striking  speed,  agility  and  mobility. 
In  short,  the  President  intends  to  equip 
the  U.S.  Armed  Forces  with  the  systems 
and  strategy  that  will  allow  us  to  redefine 
war — on  our  terms. 

To  that  end,  the  President  challenges  the 
defense  technology  community  to  use  the 
present  window  of  relative  peace  not  just 
to  modernize  the  force  but  to  move  beyond 
incremental  improvements  on  defense  systems 
already  deployed  and  develop  the  military 
forces  the  nation  will  need  for  the  21st 
Century.  The  President  proposes  to: 

•  Increase  defense  R&D  by  $20  billion  be¬ 
tween  2002  and  2006;  and 

•  Allocate  20  percent  of  the  R&D  budget  to 
especially  promising  programs  that  propel 
America’s  Armed  Forces  generations 
ahead  in  military  technology. 

Safeguarding  Nuclear  Security 

Our  nuclear  weapons  remain  key  to  our 
national  security  and  the  President  is  com¬ 
mitted  to  maintaining  a  modern  and  effective 


force.  Nevertheless,  the  President  believes 
America  must  rethink  the  requirements  of 
nuclear  deterrence  in  our  new  security  envi¬ 
ronment.  Most  particularly,  our  deterrent  for 
the  future  must  be  based  on  a  combination 
of  offensive  and  defensive  capabilities.  While 
the  President  will  seek  to  persuade  Russia 
to  join  us  in  further  reducing  nuclear  arsenals, 
he  is  also  prepared  to  lead  by  example. 
The  President  proposes  to  maintain  our  nu¬ 
clear  arsenal  with  the  lowest  number  of 
nuclear  weapons  consistent  with  our  present 
and  future  national  security  needs. 

Deploying  Missile  Defense 

As  the  President  said  during  the  campaign, 
“America’s  development  of  a  missile  defense 
is  a  search  for  security,  not  a  search  for 
advantage.” 

In  a  world  where  more  than  a  dozen 
nations  possess  ballistic  missile  technology, 
and  a  number  of  nations  are  racing  to 
acquire  weapons  of  mass  destruction,  Amer¬ 
ica’s  most  pressing  national  security  challenge 
is  to  reduce  our  current  vulnerability  of 
our  deployed  forces  and  our  allies  and  friends 
by  acquiring  defenses  against  missile  attack. 
Outmoded  arms  control  treaties  must  not 
compromise  America’s  security;  as  the  Presi¬ 
dent  has  said,  his  “solemn  obligation  (is) 
to  protect  the  American  people  and  our 
allies,  not  to  protect  arms  control  agreements 
signed  almost  30  years  ago.” 

America  must  build  effective  missile  de¬ 
fenses  based  on  the  best  available  technologies, 
deployed  at  the  earliest  possible  date.  These 
defenses  must  be  designed  to  protect  our 
deployed  forces  abroad,  all  50  States,  and 
our  friends  and  allies  overseas. 


7.  CHAMPION  COMPASSIONATE 
CONSERVATISM 


Our  Nation  has  a  long  and  honorable 
commitment  to  assisting  individuals,  families, 
and  communities  who  have  not  fully  shared 
in  America’s  prosperity.  Yet,  despite  a  mul¬ 
titude  of  programs  and  commitments  by  gov¬ 
ernment  at  all  levels,  too  many  Americans 
suffer  despair  and  poverty  amid  our  abun¬ 
dance. 

•  As  many  as  15  million  young  people  are 
at  risk  of  not  reaching  productive  adult¬ 
hood  because  of  crime,  drugs  and  other 
problems  that  make  it  difficult  to  obtain 
an  education  or  a  job; 

•  About  1.5  million  children  have  a  parent 
in  prison; 

•  Over  half  a  million  children  are  in  foster 
care,  more  than  one  fifth  of  whom  are 
awaiting  adoption; 

•  In  1997,  more  than  one  million  babies 
were  bom  to  unwed  mothers,  many  of 
them  barely  past  their  own  teen  years; 
and 

•  Nearly  one  in  six  families  with  children 
live  on  an  annual  income  of  $17,000  or 
less. 

Millions  of  Americans  are  enslaved  to  drugs 
or  alcohol.  Many  live  on  the  streets.  And, 
despite  the  success  of  welfare  reform  in 
moving  adults  into  productive  work,  many 
families  remain  dependent  on  welfare  and 
many  who  have  left  the  rolls  can  barely 
make  ends  meet. 

A  great  and  prosperous  Nation  can  and 
must  do  better.  Americans  are  a  deeply 
compassionate  people  and  will  not  tolerate 
indifference  toward  the  poor.  But,  they  also 
want  compassionate  results,  not  just  compas¬ 
sionate  intentions. 

Compassionate  acts  must  promote  long¬ 
term  success  as  well  as  immediate  relief; 
that  is,  for  change  to  be  lasting,  its  goal 
must  be  self-reliance.  Rights  and  responsibil¬ 
ities  are  inextricably  linked  in  American 


life,  and  all  Americans  have  a  great  stake 
in  the  outcome  of  any  helping  act;  we  share 
not  only  a  common  Nation,  but  also  common 
humanity  itself.  We  are  obligated  to  care 
for  one  another  because  it  is  the  right 
thing  to  do,  and  this  obligation  is  the  moral 
root  of  civilization. 

Moreover,  lasting  and  profound  change  in 
a  human  life  comes  most  often  when  care 
is  offered  on  a  personal  level  by  families 
and  by  those  with  a  stake  in  the  community, 
who  are  motivated  by  a  burden  of  the 
heart  to  improve  the  lives  of  those  around 
them. 

Compassionate  conservatism  means  pro¬ 
viding  vigorous  and  thorough  support  for 
those  in  need,  while  preserving  the  dignity 
of  the  individual  and  fostering  personal  re¬ 
sponsibility.  It  means  that  caring  must  be 
accompanied  by  more  than  education  and 
assistance.  It  must  come  with  encouragement, 
and  an  expectation  of  success.  It  means 
that  every  compassionate  effort  must  extend 
beyond  the  temporary  amelioration  of  want 
toward  independence  and  personal  authority. 

Government  can  spend  money,  but  it  cannot 
put  hope  in  our  hearts  or  a  sense  of  purpose 
in  our  lives.  It  is  personal,  sincere  compassion 
that  warms  the  cold  of  life,  and  that  hopes 
for  something  lasting  and  better  for  our 
fellow  man.  It  is  a  fundamental  American 
trait  to  care  in  this  way;  it  is  a  quiet 
river  of  goodness  and  kindness  that  cuts 
through  stone. 

The  Role  of  Faith-Based  Organizations 
and  Community  Groups,  and  a  Different 
Role  for  Government 

Successful  support  for  those  in  need  can 
come  from  many  sources,  not  just  Government. 
In  every  instance  where  this  Administration 
sees  a  responsibility  to  help  people,  it  will 
look  first  to  faith-based  organizations,  char¬ 
ities,  and  community  groups  that  have  shown 
the  ability  to  save  and  change  lives.  These 
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neighborhood  healers  will  not  replace  Govern¬ 
ment,  but  partner  with  it  to  make  life 
better  for  those  in  need. 

With  this  budget,  the  President  commits 
our  Nation  to  mobilizing  the  armies  of  compas¬ 
sion — charities  and  churches,  communities  and 
corporations,  ministers  and  mentors — to  trans¬ 
form  lives.  These  groups  are  proving  that 
real  change  comes  from  the  bottom  up,  not 
the  top  down.  Moreover,  these  faith-based 
and  community  organizations  will  be  per¬ 
mitted  to  compete  for  Federal  funds  as  long 
as  secular  alternatives  are  also  available. 
Faith-based  organizations  can  maintain  their 
religious  characteristics,  but  the  Federal  Gov¬ 
ernment  cannot  fund  inherently  religious  ac¬ 
tivities. 

Resources  are  to  be  devolved,  not  just 
to  the  States,  but  to  the  neighborhood  healers 
who  need  them  most.  Resources  shall  be 
available  on  a  competitive  basis  to  all  organi¬ 
zations — ^including  religious  ones — that 
produce  results.  This  is  the  next  bold  step 
of  welfare  reform. 

A  Determined  Attack  on  Need 

The  President  believes  that  there  is  a 
growing  gap  of  hope  in  our  country  that 
threatens  the  very  fabric  of  our  society. 
Therefore,  this  Administration  will  work  to 
provide  an  equal  opportunity  for  every  Amer¬ 
ican  to  achieve  his  or  her  dream. 

Need  is  great  and  varied.  Some  Americans 
are  just  off  welfare  and  have  entered  the 
work  force.  They  feel  the  strong  pull  of 
the  past — and  sometimes  their  only  motivation 
to  go  on  is  faith  that  their  hard  work 
will  pay  off.  There  are  those  who  live  in 
the  shadow  of  poverty,  who  are  not  quite 
able  to  share  in  the  prosperity  of  our  times, 
and  who  are  no  more  than  a  paycheck 
away  from  ending  up  back  where  they  started. 
Some  Americans  need  a  fresh  start  out 
of  difficult  circumstances.  Some  need  a  second 
chance.  Some  need  a  small  measure  of  extra 
support  to  make  ends  meet.  Some  need 
support  in  helping  their  children  avoid  the 
temptations  and  dangers  in  our  society.  And 
some  are  already  in  the  grip  of  drugs  and 
violence. 


This  Administration  cannot  and  will  not 
give  up  on  any  American  who  needs  our 
help.  The  President,  therefore,  proposes  a 
multi-faceted  attack  on  need,  including  initia¬ 
tives  to: 

•  Create  a  Compassion  Capital  Fund  to  in¬ 
vest  in  charitable  best  practices; 

•  Open  Federal  after-school  programs  to 
community  groups,  churches  and  charities; 

•  Launch  a  new  pilot  program  for  inmates 
nearing  release,  and  make  Federal  funds 
available  on  a  competitive  basis  for  faith- 
based  pre-release  programs  at  Federal  fa¬ 
cilities; 

•  Make  grants  available  to  faith-based  and 
community  groups  focused  on  improving 
the  prospects  of  low-income  children  of 
prisoners; 

•  Increase  drug  treatment  funding  and  en¬ 
sure  that  faith-based  and  other  non-med¬ 
ical  drug  treatment  programs  have  equal 
access  to  Federal  funds; 

•  Establish  second  chance  homes  for  unwed 
teenage  mothers; 

•  Promote  responsible  fatherhood; 

•  Make  the  adoption  tax  credit  permanent 
and  increase  it  from  $5,000  to  $7,500;  and 

•  Expand  efforts  to  help  low-income  families 
pay  the  rent  and  avoid  homelessness. 

Given  the  intransigence  of  the  problems 
we  face  and,  most  importantly,  the  intrinsic 
value  of  every  human  life,  the  President 
proposes  dedicating  $8  billion  to  provide  new 
tax  incentives  for  giving,  and  to  support 
charities  and  other  private  institutions  that 
save  and  change  lives. 

An  Outpouring  of  Giving 

Our  national  character  shines  in  our  com¬ 
passion;  we  have  always  found  our  better 
selves  in  sympathy  and  generosity.  It  emerges 
from  our  nature  as  a  people. 

Americans  are  truly  generous.  In  1999, 
charitable  giving  totaled  $190  billion,  an 
increase  of  nine  percent  over  the  previous 
year.  However,  when  measured  as  a  percent 
of  gross  domestic  product,  Americans  give 
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the  same  amount  today  (2.1  percent)  as 
they  did  in  1971. 

To  stimulate  additional  charitable  giving 
by  individuals  and  families,  the  President 
proposes  initiatives  for  individuals  and  fami¬ 
lies  to: 

•  Expand  the  Federal  charitable  deduction 
to  the  70  percent  of  all  filers  who  do  not 
itemize; 

•  Promote  a  tax  credit  against  State  income 
or  other  taxes  for  contributions  to  charities 
addressing  poverty,  allowing  States  to  des¬ 
ignate  the  targets  for  this  charitable  giv¬ 
ing  and  giving  States  flexibility  to  offset 
lost  receipts;  and 

•  Permit  charitable  contributions  from  IRAs 
without  penalty,  thus  ending  the  disincen¬ 
tive  for  retirees  to  contribute  to  causes 
aimed  at  relieving  need. 

To  encourage  corporations  to  be  full  partners 
in  mobilizing  and  strengthening  charities, 
the  President  proposes  to: 

•  Promote  extension  of  charitable  State  tax 
credits  to  corporations; 

•  Raise  the  cap  on  corporate  charitable  de¬ 
ductions;  and 

•  Provide  liability  protection  for  corporate 
in-kind  donations,  thus  expanding  protec¬ 
tion  of  individual  volunteers  and  providers 
of  foodstuffs  to  also  include  equipment,  fa¬ 
cilities,  vehicles  and  other  material  con¬ 
tributions. 

Eliminate  Barriers  to  Faith-Based  Action 

Social  scientists  have  documented  the  power 
of  religion  to  protect  families  and  change 


lives.  Studies  indicate  that  religious  involve¬ 
ment  reduces  teen  pregnancy,  suicide,  drug 
addiction,  abuse,  alcoholism,  and  crime.  Simi¬ 
larly,  grassroots  inner-city  outreach  ministries 
have  been  credited  by  numerous  leading  social 
scientists  with  playing  a  major  role  in  helping 
at-risk  youth  to  avoid  violence,  achieve  lit¬ 
eracy,  and  find  jobs. 

The  President  believes  that  America  must 
stop  trying  to  eliminate  poverty,  crime,  and 
addiction  with  one  hand  tied  behind  its 
back.  Thus,  he  is  committed  to  removing 
barriers  to  the  participation  of  faith-based 
groups  in  Government  programs.  The  Presi¬ 
dent  therefore  promotes  initiatives  to: 

•  Expand  Charitable  Choice  by  making  it 
explicitly  applicable  to  all  Federal  laws 
that  authorize  the  Government  to  use  non¬ 
governmental  entities  to  provide  services 
to  beneficiaries  with  Federal  dollars;  and 

•  Encourage  the  establishment  of  State  of¬ 
fices  of  faith-based  action. 

By  Executive  Order,  the  President  has 
already  established  an  Office  of  Faith-Based 
and  Community  Initiatives  to  identify  barriers 
to  such  efforts,  to  serve  as  a  national  clearing¬ 
house  for  information,  and  to  assist  faith- 
based  and  community  groups  needing  help 
with  regard  to  Federal  action.  The  President 
has  also  created  Centers  of  Faith-Based  and 
Community  Initiatives  within  the  Departments 
of  Education,  Health  and  Human  Services, 
Justice,  Labor,  and  Housing  and  Urban  Devel¬ 
opment  to  ensure  Government  is  a  true 
partner  in  supporting  faith-based  and  commu¬ 
nity  organizations. 


VI.  OTHER  KEY  POLICY 
PRIORITIES 


8.  ASSIST  AMERICANS  WITH  DISABILITIES 


Disability  is  not  the  experience  of  a  minority 
of  Americans.  Rather,  it  is  an  experience 
that  will  touch  most  Americans  at  some 
point  during  their  lives.  Today,  there  are 
more  than  54  million  Americans  with  disabil¬ 
ities,  a  full  20  percent  of  the  U.S.  population. 
About  half  of  these  individuals  have  a  severe 
disability,  affecting  their  ability  to  see,  hear, 
walk,  or  perform  other  basic  functions  of 
life. 

Eleven  years  ago,  then-President  George 
Bush  signed  the  Americans  with  Disabilities 
Act  (ADA),  one  of  the  most  significant  civil 
rights  laws  since  the  Civil  Rights  Act  of 
1964.  In  doing  so,  America  opened  its  door 
to  a  new  age  for  people  with  disabilities. 
The  ADA  gives  civil  rights  protections  to 
individuals  with  disabilities  that  are  like 
those  provided  to  individuals  on  the  basis 
of  race,  sex,  national  origin,  and  religion. 
Two  and  a  half  years  ago,  amendments 
to  Section  508  of  the  Rehabilitation  Act 
of  1973  were  enacted,  ensuring  that  the 
Federal  Government  would  purchase  electronic 
and  information  technology  that  is  open  and 
accessible  to  people  with  disabilities. 

However,  significant  barriers  still  exist  to 
individuals  with  disabilities  who  try  to  fully 
participate  in  American  society.  People  with 
disabilities  want  to  be  employed,  educated, 
and  active  citizens  in  the  community.  Unfortu¬ 
nately,  on  average,  Americans  with  disabilities 
have  a  lower  level  of  educational  attainment, 
and  are  poorer  and  more  likely  to  be  unem¬ 
ployed  than  those  without  disabilities.  In 
today’s  global  new  economy,  America  must 
be  able  to  draw  on  the  talents  and  creativity 
of  all  its  citizens. 

On  February  1,  2001,  the  President  an¬ 
nounced  his  New  Freedom  Initiative  to  help 
individuals  with  disabilities  by  increasing 
access  to  assistive  technologies,  expanding 
educational  opportunities,  increasing  the  abil¬ 
ity  of  individuals  with  disabilities  to  integrate 
into  the  work  force,  and  promoting  increased 
access  into  the  community. 


Increasing  Access  to  Assistive  andi 
Universally  Designed  Technologies 

Assistive  and  universally  designed  tech¬ 
nologies  can  dramatically  improve  the  lives 
of  individuals  with  disabilities,  and  make 
it  possible  for  them  to  engage  in  productive 
work  and  more  fully  participate  in  society. 
The  President’s  Budget  will  help  ensure  that 
Americans  with  disabilities  can  access  the 
best  technologies  of  today  and  that  even 
better  technologies  will  be  available  in  the 
future. 

Investing  in  Assistive  Technology  Re¬ 
search  and  Development:  The  budget  re¬ 
quests  $20  million  for  the  Rehabilitation  Engi¬ 
neering  Research  Centers  (RERCs),  which  are 
recognized  for  conducting  some  of  the  most  in¬ 
novative  assistive  technology  research  in  the 
Nation.  These  RERCs,  housed  in  universities 
and  nonprofit  institutions  across  the  country, 
also  help  bring  new  assistive  technologies  to 
market,  and  provide  valuable  training  opportu¬ 
nities  to  individuals  to  become  researchers  and 
practitioners  of  rehabilitation  technology.  The 
budget  also  provides  $3  million  for  the  Inter¬ 
agency  Committee  on  Disability  Research  to 
better  coordinate  Federal  assistive  technology 
research  and  development  and  foster  collabo¬ 
rative  projects  with  the  private  sector. 

Promoting  Small  Business  Innovation: 
While  there  are  nearly  2,500  companies  work¬ 
ing  to  bring  new  assistive  technologies  to  mar¬ 
ket,  many  small  businesses  cannot  make  the 
necessary  capital  investments  until  they  have 
information  concerning  the  market  for  a  par¬ 
ticular  technology.  To  help  these  businesses 
bring  assistive  technologies  to  market,  the 
budget  requests  $5  million  for  a  new  Assistive 
Technology  Development  Fund  to  help  under¬ 
write  assistive  technology  demonstration,  test¬ 
ing,  validation,  and  market  assessment  to 
meet  the  special  needs  of  small  businesses. 

Making  Assistive  Technology  More  Af¬ 
fordable:  Assistive  technology  can  be  expen¬ 
sive — for  instance,  personal  computers  config¬ 
ured  with  assistive  technology  can  cost  up  to 
$20,000.  Too  often,  people  with  disabilities  do 
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not  have  the  financial  resources  to  purchase 
the  assistive  technology  they  need.  To  help 
make  these  technologies  more  readily  avail¬ 
able,  the  budget  includes  $40  million  for  States 
to  establish  or  expand  low-interest  loan  pro¬ 
grams  to  help  individuals  with  disabilities  pur¬ 
chase  assistive  technology. 

Expanding  Educational  Opportunities  for 
Americans  with  Disabilities 

One  of  the  President's  first  actions  was 
to  release  his  education  reform  plan  to  ensure 
that  no  child  is  left  behind.  Recognizing 
that  a  quality  education  is  the  key  to  future 
success,  the  budget  helps  expand  educational 
opportunities  for  children  with  disabilities 
and  support  early  reading  instruction  for 
children,  including  those  at  risk  of  being 
identified  as  having  learning  disabilities. 

Increasing  Individuals  with  Disabilities 
Education  Act  (IDEA)  Funding:  Originally 
passed  by  Congress  in  1975,  IDEA  ensures 
that  children  with  disabilities  will  have  access 
to  a  free  appropriate  public  education.  The 
budget  provides  increased  funding  for  grants 
to  States  to  help  them  meet  their  obligations 
under  the  IDEA.  In  addition,  the  budget  pro¬ 
poses  to  give  States  flexibility  to  redirect  funds 
for  school  renovation  to  support  special  edu¬ 
cation  needs. 

Focusing  on  Reading  in  Early  Grades: 
Too  often,  children  fall  behind  because  they 
do  not  receive  proper  reading  instruction  in 
the  crucial  early  years.  To  address  this  prob¬ 
lem,  the  budget  provides  $900  million  to  estab¬ 
lish  the  Reading  First  initiative  for  States  to 
implement  research-based  reading  programs  to 
teach  every  child  to  read  by  the  third  grade. 
The  budget  also  creates  a  new  $75  million 
early  reading  program  to  prepare  young  chil¬ 
dren  to  read  in  pre-school. 

Integrating  Americans  with  Disabilities 
into  the  Work  force 

Americans  with  disabilities  should  have 
every  freedom  to  meet  their  full  potential 
and  participate  as  full  members  in  the  eco¬ 
nomic  marketplace.  The  budget  will  help 
eliminate  barriers  to  employment  and  promote 
full  access  and  integration  into  the  community. 

Expanding  Telecommuting  Options:  The 
budget  provides  $20  million  for  a  new  Access 


to  Telework  Fund,  for  States  to  provide  low- 
interest  loans  to  help  people  with  disabilities 
purchase  equipment  to  telecommute  from 
home.  The  budget  also  explicitly  makes  a  com¬ 
pany’s  contributions  of  computers  and  Internet 
access  for  home  use  by  employees  with  disabil¬ 
ities  a  tax-free  benefit,  which  should  expand 
the  universe  of  potential  and  accessible  em¬ 
ployment.  In  addition,  the  Administration  will 
work  to  ensure  that  the  Occupational  Safety 
and  Health  Act  does  not  apply  to  employees 
working  in  home  oftices. 

Facilitating  ADA  Compliance:  The  budg¬ 
et  provides  $5  million  for  the  Small  Business 
Administration  (SBA)  to  provide  technical  as¬ 
sistance  to  help  small  businesses  comply  with 
the  ADA,  serve  customers  with  disabilities, 
and  hire  more  people  with  disabilities.  This 
funding  will  also  help  SBA  increase  awareness 
and  promote  use  of  the  Disabled  Access  Credit, 
which  provides  a  50  percent  tax  credit  on  up 
to  $5,000  of  eligible  expenses  annually  to  help 
small  businesses  make  their  facilities  ADA 
compliant. 

Supporting  Innovative  Transportation 
Solutions:  Transportation  can  be  a  particu¬ 
larly  difficult  barrier  to  work  for  individuals 
with  disabilities.  The  President’s  Budget  sup¬ 
ports  two  new  initiatives  in  the  Department 
of  Transportation  to  expand  transportation  op¬ 
tions  for  people  with  disabilities. 

•  The  budget  provides  $45  million  to  fund 
pilot  programs  to  promote  innovative 
transportation  solutions  for  people  with 
disabilities.  The  selected  programs  will  be 
run  by  State  or  local  governments  in  re¬ 
gional,  urban,  and  rural  areas.  These  pi¬ 
lots  will  be  evaluated  after  three  years  and 
if  they  are  successful,  the  Administration 
will  encourage  expansion  of  these  initia¬ 
tives  to  other  areas. 

•  The  budget  also  provides  $100  million  in 
competitive  matching  grants  to  promote 
access  to  alternative  methods  of  transpor¬ 
tation.  The  funds  will  aid  community- 
based  organizations  that  seek  to  integrate 
Americans  with  disabilities  into  the  work 
force.  The  funds  will  go  towards  the  pur¬ 
chase  and  operation  of  specialty  vans,  as¬ 
sisting  people  with  down  payments  or 
costs  associated  with  accessible  vehicles, 
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and  extending  the  use  of  existing  transpor¬ 
tation  resources. 

Implementing  the  Ticket  to  Work  and 
Work  Incentives  Improvement  Act:  In  1999, 
Congress  passed  the  Ticket  to  Work  and  Work 
Incentives  Improvement  Act  to  reduce  barriers 
and  improve  incentives  for  individuals  with 
disabilities  to  participate  in  the  work  force. 
This  law  increases  vocational  rehabilitation 
and  employment  service  options  for  Social  Se¬ 
curity  Disability  Insurance  (DI)  and  Supple¬ 
mental  Security  Income  disability  beneficiaries 
who  want  to  return  to  work;  extends  Medicare 
coverage  for  DI  beneficiaries  who  return  to 
work  for  an  additional  four  and  one-half  years; 
and  creates  a  new  State  option  to  expand  Med¬ 
icaid  eligibility  categories  for  certain  people 
with  severe  disabilities  so  they  can  receive 
health  coverage  even  if  they  are  not  eligible 
for  disability  benefits.  Through  Executive  ac¬ 
tion,  the  Administration  is  committed  to  sup¬ 
porting  agencies  in  the  continued  swift  imple¬ 
mentation  of  this  law. 

Promoting  Full  Access  to  Community  Life 

In  many  other  areas,  individuals  with  dis¬ 
abilities  are  impeded  from  full  participation 
in  American  society.  Barriers  remain,  for 
instance,  in  homeownership,  accessing  polling 
places  and  private  facilities,  and  community 
integration.  The  President  is  committed  to 
removing  these  obstacles,  and  helping  individ¬ 
uals  with  disabilities  realize  the  American 
dream. 

Promoting  Accessibility  Renovations  for 
ADA-Exempt  Organizations:  The  budget  re¬ 
quests  $20  million  in  competitive  grants  for 
an  Improving  Access  Initiative,  housed  within 
the  Community  Development  Block  Grant  pro¬ 
gram.  This  initiative  will  help  ADA-exempt  or¬ 
ganizations  that  have  limited  resources,  in¬ 
cluding  private  clubs  and  religiously  affiliated 
service  providers,  make  their  facilities  acces¬ 
sible  to  the  disabled. 


Improving  Accessibility  to  Voting  for 
Americans  with  Disabilities:  Currently  peo¬ 
ple  with  disabilities  vote  at  a  rate  that  is  20 
percent  lower  than  voters  who  do  not  have 
disabilities.  The  President  recognizes  that  full 
integration  into  society  must  include  access  to 
and  participation  in  the  political  process,  and 
his  Administration  will  work  with  Congress  to 
address  the  barriers  to  voting  for  Americans 
with  disabilities. 

Encouraging  Homeownership  for  People 
With  Disabilities:  The  Administration  will 
quickly  implement  the  American  Homeowner¬ 
ship  and  Economic  Opportunity  Act  to  allow 
disabled  recipients  of  Section  8  vouchers  to  use 
up  to  a  year’s  worth  of  assistance  in  a  lump¬ 
sum  pa5rment  to  finance  the  down  payment 
on  a  home.  Reforming  Federal  rental  assist¬ 
ance  to  give  individuals  who  qualify  the  oppor¬ 
tunity  to  purchase  a  home  will  help  recipients 
build  equity  and  more  easily  finance  other  pur¬ 
chases  such  as  a  computer  or  further  edu¬ 
cation. 

Implementing  the  Olmstead  Decision:  In 
1999,  the  Supreme  Court  decided  in  Olmstead 
V.  L.C.  that  the  ADA  requires  the  placement 
of  persons  with  disabilities  in  a  community- 
integrated  setting  whenever  possible.  The 
Court  concluded  that  “unjustified  isolation”  is 
discrimination  based  on  disability  and  a  viola¬ 
tion  of  the  ADA.  The  Administration  believes 
that  community-based  care  is  critically  impor¬ 
tant  and  will  work  with  the  States  to  swiftly 
implement  the  Olmstead  decision. 

Establishing  a  National  Commission  on 
Mental  Health:  The  President  has  committed 
to  create  a  National  Commission  on  Mental 
Health,  which  will  study  and  make  rec¬ 
ommendations  for  improving  America’s  mental 
health  service  delivery  system,  including  mak¬ 
ing  recommendations  on  the  availability  and 
delivery  of  new  treatments  and  technologies 
for  people  with  severe  mental  illness. 
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The  rate  of  serious  crime  reported  by 
State  and  local  law  enforcement  agencies 
has  dropped  significantly  in  recent  years. 
The  1999  Crime  Index  is  down  19  percent 
from  1992,  the  eighth  consecutive  annual 
decline.  Violent  crimes,  including  murders 
and  rapes,  have  fallen  to  the  lowest  level 
in  two  decades.  Preliminary  figures  for  the 
first  six  months  of  2000  show  a  further 
decline  in  the  crime  rate.  This  success  can 
be  attributed  to  a  number  of  factors,  including 
the  strong  economy,  demographic  changes, 
and  Federal  aid  to  the  front-line  State  and 
local  police  departments. 

Drug  abuse  imposes  a  variety  of  costs 
on  the  Nation.  These  costs  include  cash 
costs  for  the  investigation  and  prosecution 
of  drug-related  crimes  and  the  incarceration 
and  treatment  of  drug  offenders,  property 
losses  of  crime  victims  and  insurance  compa¬ 
nies,  and  lost  earnings  due  to  illness  and 
premature  death.  The  total  costs  associated 
with  drug  abuse  are  estimated  to  exceed 
$100  billion  annually.  This  figure  does  not 
capture  the  human  costs  associated  with 
drug  abuse — wasted  opportunities,  families 
torn  apart,  and  lives  lost. 

Drug  abuse  in  the  United  States  is  down 
from  20  years  ago,  but  it  remains  unacceptably 
high.  According  to  the  most  recent  National 
Household  Survey  on  Drug  Abuse  (NHSDA), 
6.7  percent  of  the  population  12  years  or 
older  reported  using  an  illicit  drug  in  the 
past  month,  up  from  5.8  percent  in  1992. 

Among  teenagers,  the  rate  of  illegal  drug 
abuse  is  higher  than  in  the  population  in 
general.  According  to  the  NHSDA,  approxi¬ 
mately  nine  percent  of  youths  age  12-17 
were  current  users  of  illegal  drugs  in  1999. 
That  figure  is  down  21  percent  since  1997, 
but  substantially  higher  than  the  5.3  percent 
found  by  the  NHSDA  in  1992.  The  number 
of  young  adults,  ages  18-25,  who  have  used 
drugs  in  the  past  month  continues  to  rise, 
increasing  from  14.7  percent  in  1997  to 
18.8  percent  in  1999,  nearly  half  again  as 
much  as  the  13.1  percent  rate  in  1992. 


In  addition  to  the  threats  posed  by  mari¬ 
juana  and  other  traditional  drugs  such  as 
cocaine  and  heroin,  today’s  children  must 
deal  with  a  wave  of  new  drugs  that  are 
especially  dangerous.  Synthetic  “club  drugs” 
such  as  Ecstasy,  or  MDMA,  have  become 
popular  at  clubs  and  raves.  Among  12th- 
graders  surveyed  by  Department  of  Health 
and  Human  Services’  Monitoring  the  Future 
Study,  2000,  8.2  percent  report  using  Ecstasy 
in  the  past  year,  compared  to  5.6  percent 
in  1999.  Eighth-  and  lOth-graders  also  re¬ 
ported  significant  increases  in  Ecstasy  use 
in  the  past  year. 

The  President’s  Plan  of  Action 

The  2002  Budget  addresses  the  social  and 
economic  costs  of  crime  and  drug  abuse. 
Among  other  things,  the  initiatives,  highlights 
of  which  are  described  below,  will  include 
expanding  the  range  of  community  groups 
and  parents  who  will  engage  in  local  drug 
prevention  efforts,  increasing  drug  treatment, 
taking  steps  to  improve  the  safety  of  our 
schools,  and  enhancing  the  security  of  our 
borders. 

In  2001,  the  Federal  Government  will  spend 
more  than  $18  billion  on  drug  control  activi¬ 
ties.  This  is  in  addition  to  State  and  local 
government  expenditures  of  equal,  if  not 
greater,  amounts.  Despite  the  extraordinary 
efforts  of  law  enforcement,  the  military,  teach¬ 
ers,  medical  professionals,  treatment  workers, 
and  others,  drug  abuse  is  unacceptably  high. 
While  we  show  improvement  in  eliminating 
some  of  the  harmful  effects  of  drug  abuse, 
a  more  comprehensive  and  accountable  ap¬ 
proach  is  needed. 

As  part  of  the  development  of  the  next 
National  Drug  Control  Strategy,  the  Adminis¬ 
tration  will  review  current  approaches,  with 
the  goal  of  distinguishing  areas  that  are 
yielding  sufficient  results  from  those  areas 
that  are  not.  In  particular,  the  review  will 
look  closely  at  the  relative  emphasis  on 
demand  reduction  and  supply  reduction  activi¬ 
ties,  as  well  as  the  amounts  invested  in 
individual  programs  by  the  Federal  Govern- 
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merit.  The  Administration  intends  to  develop 
a  drug  control  strategy  that  adequately  ad¬ 
dresses  the  problem,  and  is  evidence-based, 
cost  effective,  and  affordable. 

Teaching  Our  Children  to  Avoid  the 
Trap  of  Drugs:  The  Administration  will  em¬ 
power  parents,  and  community  and  faith-based 
groups  to  fight  drugs.  A  1997  General  Account¬ 
ing  Office  study  found  that  community  coali¬ 
tions,  particularly  those  that  implement  a  com¬ 
prehensive  approach  that  targets  multiple  as¬ 
pects  of  youths’  lives,  represent  a  promising 
prevention  method  to  prevent  combat  drug 
abuse  by  teenagers.  The  2002  Budget  will  in¬ 
clude  $50  million,  $10  million  more  than  in 
2001,  for  the  Drug  Free  Communities  Support 
Program  to  support  the  President’s  initiative. 
The  budget  also  plans  for  larger  increases  in 
subsequent  years.  The  increase  will  help  reach 
the  children  in  communities  not  benefiting 
from  the  current  program,  will  encourage  the 
development  of  community  anti-drug  coalitions 
in  under-served  areas,  and  assist  coalitions,  in¬ 
cluding  faith  leaders,  that  work  together  to 
reduce  drug  abuse  in  their  communities.  The 
2002  Budget  also  includes  $5  million  in  match¬ 
ing  funds  to  mobilize  a  Parent  Drug  Corps 
to  train  parents  in  how  to  fight  drug  abuse. 

Upgrading  the  Drug  Free  Workplace 
Program:  The  Drug  Free  Workplace  Program 
gives  grants  to  organizations  that  help  small 
businesses  develop  employee  education  pro¬ 
grams  and  company  drug  policies.  To  date,  the 
Small  Business  Administration  (SBA)  has  not 
been  able  to  meet  the  demand  for  assistance 
from  intermediary  partners;  in  1999  SBA  re¬ 
ceived  160  grant  applications  from  inter¬ 
mediaries,  but  issued  only  16  grants.  To  help 
meet  this  need,  the  President’s  Budget  in¬ 
cludes  $5  million  and  proposes  to  spend  $25 
million  over  the  next  five  years. 

Closing  the  Treatment  Gap  and  Increas¬ 
ing  Support  for  Effective  Treatment:  The 
budget  provides  assistance  to  those  who  have 
become  dependent  on  drugs  and  helps  them 
rebuild  their  lives  and  become  productive 
members  of  the  community.  While  the  Admin¬ 
istration  proposes  a  variety  of  treatment  initia¬ 
tives,  there  are  two  main  concerns — the  ap¬ 
proaches  must  be  evidence-based,  and  there 
must  be  real  accountability  for  recipients. 


The  Administration’s  treatment-related  ini¬ 
tiatives  include:  increased  funding  for  the 
National  Institute  on  Drug  Abuse’s  budget 
as  part  of  the  President’s  initiative  to  complete 
the  doubling  of  the  budget  for  the  National 
Institutes  of  Health  by  2003;  providing  $111 
million  of  additional  funding  to  increase  access 
to  substance  abuse  treatment  and  help  to 
close  the  treatment  gap,  the  difference  between 
the  number  of  individuals  who  would  benefit 
from  drug  treatment  and  the  number  who 
receive  it,  by  increasing  funds  for  treatment- 
related  programs;  and  targeting  treatment 
to  adolescents,  a  group  identified  by  the 
Office  of  National  Drug  Control  Policy  as 
significantly  underserved  by  existing  treat¬ 
ment  programs. 

As  part  of  the  drug  treatment  initiative, 
the  budget  proposes  $74  million  ($11  million 
more  than  in  2001)  for  the  Residential  Sub¬ 
stance  Abuse  Treatment  program,  which  pro¬ 
vides  formula  grants  supporting  drug  and 
alcohol  treatment  in  State  and  local  correc¬ 
tional  facilities.  Faith-based  treatment  pro¬ 
grams  will  be  eligible  to  compete  for  these 
funds. 

The  Administration  will  promote  drug-free 
Federal  prisons  through  on-going  drug  testing 
of  all  prisoners  and  treatment  of  eligible 
inmates.  Currently,  100  percent  of  all  eligible 
Federal  inmates  are  enrolled  in  intensive 
drug  treatment  programs.  Probationers  and 
parolees  are  required  to  pass  drug  tests 
and  receive  treatment  as  a  condition  of 
remaining  on  the  street. 

Drug  courts  are  an  effective  and  cost 
efficient  way  to  help  non-violent  drug  offenders 
commit  to  a  rigorous  drug  treatment  program 
in  lieu  of  prison.  By  leveraging  the  coercive 
power  of  the  criminal  justice  system,  drug 
courts  can  alter  the  behavior  of  non-violent, 
low-level  drug  offenders  through  a  combination 
of  judicial  supervision,  case  management,  man¬ 
datory  drug  testing,  and  treatment  to  ensure 
abstinence  from  drugs,  and  escalating  sanc¬ 
tions.  The  Department  of  Justice  will  support 
local  drug  courts  that  combine  drug  testing 
with  effective  monitoring  at  the  historically 
high  2001  level  of  $50  million. 
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Leading  and  Working  with  Our  Foreign 
Allies  Against  Drugs:  The  drug  cartels  are 
among  the  most  powerful  criminal  groups  ever 
to  operate  on  American  soil.  No  effort  to  stop 
these  powerful  organizations  can  succeed  with¬ 
out  the  ability  to  strike  at  the  cartel’s  leader¬ 
ship  and  reach  criminal  activity  that  recog¬ 
nizes  no  national  boundaries.  These  powerful 
criminal  organizations  also  pose  a  threat  to 
our  democratic  allies  throughout  the  Western 
Hemisphere.  Left  unchecked,  this  violence  and 
widespread  corruption  could  seriously  under¬ 
mine  the  rule  of  law  in  Mexico  and  Colombia. 

The  2002  Budget  requests  more  than  $500 
million  in  new  funding  to  maintain  programs, 
provided  in  the  2000  emergency  supplemental 
to  support  Plan  Colombia.  Any  successful 
counterdrug  strategy  in  the  region  must  in¬ 
clude  funding  to  bring  greater  economic  and 
political  stability  to  the  region  and  a  peaceful 
resolution  to  Colombia’s  internal  conflict. 

The  Administration  is  committed  to  full 
funding  of  the  Western  Hemisphere  Drug 
Elimination  Act.  Through  2001,  Congress  has 
appropriated  $1.6  billion.  The  2002  Budget 
provides  an  additional  $278  million  to  upgrade 
drug  interdiction  efforts  of  the  U.S.  Coast 
Guard  and  Customs  Service.  It  provides  funds 
for  the  acquisition,  construction,  and  improve¬ 
ment  of  ships,  planes,  and  equipment  to 
enhance  counternarcotics  efforts  in  both  source 
nations  as  well  as  the  drug  transit  zone. 

Improving  Anti-Drug  Technology:  The 
Administration  requests  additional  funding  to 
provide  new  technology  to  improve  interdiction 
and  coordination  among  law  enforcement.  The 
2002  Budget  includes  $40  million  for  the 
Counterdrug  Technology  Assessment  Center, 
an  increase  of  $4  million  over  2001,  to  provide 
state-of-the-art  tools  to  enhance  the  capabili¬ 
ties  of  State  and  local  law  enforcement  agen¬ 
cies  for  counterdrug  missions. 

Bolstering  Southwest  Border  Prosecu¬ 
torial  Resources:  Thousands  of  Federal  drug 
arrests  occurring  near  the  Southwest  border 
are  referred  to  county  prosecutors  because  the 
quantity  of  drugs  seized  is  too  small  to  meet 
the  threshold  set  by  local  U.S.  Attorneys  for 
Federal  prosecution.  The  2002  Budget  provides 
an  additional  $50  million  to  assist  counties 
near  the  Southwest  border  with  the  costs  of 
prosecuting  and  detaining  these  referrals.  U.S. 


Attorneys  will  also  be  directed  to  revise  drug 
seizure  thresholds  warranting  Federal  prosecu¬ 
tion,  thereby  increasing  Federal  drug  traf¬ 
ficking  prosecutions.  Grants  will  be  adminis¬ 
tered  by  the  Department  of  Justice  and  award¬ 
ed  based  on  Southwest  border  county  caseloads 
for  processing,  detaining,  and  prosecuting  drug 
and  alien  cases  referred  from  Federal  arrests. 

Continuing  Methamphetamine  Labora¬ 
tory  Cleanup:  The  production  and  use  of 
methamphetamine  (meth)  have  been  on  the 
rise  over  the  past  few  years,  and  the  number 
of  meth  laboratories  has  increased  dramati¬ 
cally  across  the  country.  Meth  lab  enforcement 
and  clean-up  efforts  are  complicated  by  the 
presence  of  hazardous  materials  produced  dur¬ 
ing  the  manufacturing  process.  Cleaning  up 
these  labs  is  a  costly  and  risky  business.  State 
and  local  law  enforcement  agencies  can  be 
overwhelmed  by  the  need  to  confront  even  one 
large  laboratory.  As  meth  dealers  and  drug 
organizations  have  targeted  rural  commu¬ 
nities,  many  of  the  local  law  enforcement  agen¬ 
cies  have  neither  the  expertise  nor  the  re¬ 
sources  to  deal  with  this  serious  threat.  The 
2002  Budget  includes  $20  million  to  assist 
State  and  local  law  enforcement  agencies  with 
the  costs  associated  with  meth  cleanup,  along 
with  $28  million  to  aid  meth  enforcement. 

Incarcerating  the  Most  Dangerous  Drug 
Offenders:  The  budget  includes  $821  million 
for  prison  construction  and  placing  newly-con¬ 
structed  Federal  prisons  into  service  and  for 
contract  bed  space  to  prevent  dangerous  levels 
of  overcrowding  in  Federal  prisons.  In  addi¬ 
tion,  the  budget  includes  $5  million  to  estab¬ 
lish  a  faith-based,  prison  pre-release  pilot  pro¬ 
gram.  The  pilot  will  be  hosted  at  four  Federal 
prisons  that  are  geographically  diverse,  encom¬ 
pass  varying  levels  of  security,  and  include 
both  male  and  female  inmate  populations.  The 
goal  of  the  initiative  is  to  reduce  the  recidivism 
rate  among  ex-offenders.  The  budget  also  in¬ 
cludes  $140  million  to  support  additional  de¬ 
tention  beds  to  keep  pace  with  the  growth  in 
the  criminal  and  alien  detainee  population. 

Establishing  Project  Sentry  and  Project 
Child  Safe:  The  budget  proposes  a  new  Fed¬ 
eral-State  partnership  by  creating  Safe  Schools 
Task  Forces  across  the  country  to  coordinate 
better  prosecutorial  resources  devoted  to  pro¬ 
moting  school  safety  through  appropriate  fire- 
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arms  prosecutions.  Project  Sentry  will  devote 
$9  million  annually  to  fund  a  dedicated  juve¬ 
nile  gun  prosecutor  in  each  of  the  94  U.S.  At¬ 
torneys  offices  around  the  country.  The  State 
and  local  partnerships  will  be  funded  by  $20 
million  in  existing  Department  of  Justice  State 
and  local  Safe  School  grants. 

Another  partnership  program  will  ensure 
that  child  safety  locks  are  available  for 
every  handgun  in  America  by  providing  $75 
million  annually  in  Federal  matching  funds 
through  the  Department  of  Justice.  States 
and  local  governments  will  receive  $65  million 
annually  to  assist  the  purchase  and  distribu¬ 
tion  of  safety  locks.  The  remaining  $10  million 
will  go  to  administrative  costs  and  advertising, 
including  a  national  toll-free  telephone  line, 
to  make  sure  all  parents  are  aware  of 
the  program. 


Reallocating  Grant  Funding  to  Higher 
Priorities:  The  Administration  seeks  to  fi¬ 
nance  some  of  the  increases  discussed  above 
through  selected  reductions  to  State  and  local 
law  enforcement  grant  programs.  To  a  great 
degree,  States  and  localities  have  proved  them¬ 
selves  able  to  pursue  vigorous  law  enforcement 
agendas  without  relying  on  Federal  grant 
funding.  For  every  dollar  the  Federal  Govern¬ 
ment  spends  on  criminal  justice.  State  and 
local  governments  spend  almost  six,  and  Fed¬ 
eral  assistance  makes  up  less  than  five  percent 
of  State  and  local  law  enforcement  spending. 
For  example,  among  the  programs  proposed  for 
reduction  are  the  State  Prison  Grant  program, 
which  has  largely  accomplished  its  goal  of  en¬ 
couraging  States  to  toughen  their  “truth  in 
sentencing”  laws;  and  non-formula  B3n:ne 
grants,  most  of  which  are  not  awarded  on  a 
competitive  basis,  due  to  congressional  ear¬ 
marks. 


10.  CREATE  A  COMPREHENSIVE  ENERGY 

POLICY 


One  of  the  greatest  challenges  facing  the 
private  sector  and  State,  local,  and  Federal 
Governments  is  ensuring  that  energy  resources 
are  available  to  meet  the  needs  of  our 
citizens.  Adequate  supplies  of  energy  ensure 
the  safety  and  security  of  our  families,  our 
communities,  and  our  Nation.  People  need 
to  know  that  when  they  flip  on  a  light 
switch  the  light  will  turn  on.  They  need 
to  know  that  the  bill  they  get  at  the  end 
of  the  month  is  not  going  to  eat  into  their 
food  budget  or  their  rent  payment. 

To  help  address  this  challenge,  on  January 
29,  2001,  the  President  asked  the  Vice- 
President  to  lead  the  development  of  a  na¬ 
tional  energy  policy  designed  to  help  the 
private  sector,  and  Government  at  all  levels, 
promote  dependable,  affordable,  and  environ¬ 
mentally  sound  production  and  distribution 
of  energy  for  the  future.  In  advance  of 
the  development  of  this  policy,  the  budget 
includes  a  number  of  initiatives  that  will 
help  families  meet  their  energy  needs  in 
the  near-term  and  better  promote  environ¬ 
mentally  sound  production  of  energy  in  the 
long-term. 

Low-Income  Home  Weatherization 

Low-income  families  spend  a  significant 
portion  of  their  income  on  energy  costs. 
In  many  cases  they  live  in  homes  that 
are  poorly  insulated  or  have  broken  or  ineffi¬ 
cient  heating  systems.  This  causes  many 
to  spend  even  more  on  heating  and  cooling 
bills,  while  others  resign  themselves  to  living 
in  unhealthy  cold  or  hot  conditions.  To  address 
this  health,  welfare,  and  energy-demand  prob¬ 
lem,  the  President  proposes  to  increase  fund¬ 
ing  for  the  Department  of  Energy’s  (DOE’s) 
Weatherization  Assistance  Program  (WAP)  by 
$1.4  billion  over  10  years.  This  will  nearly 
double  program  funding.  WAP  funds  are 
distributed  by  formula  grants  to  States,  which 
in  turn  distribute  them  to  local  organizations 
that  perform  or  contract  for  the  actual  weath¬ 
erization  work.  Some  States  supplement  the 


DOE  WAP  funds  with  funds  from  the  State’s 
own  budget,  from  contributions  by  local  utili¬ 
ties,  or  from  the  State’s  allocation  of  Federal 
Low  Income  Home  Energy  Assistance  Program 
(LIHEAP)  funds.  (States  have  the  authority 
to  use  LIHEAP  to  augment  WAP.)  WAP 
spends  an  average  of  roughly  $2,000-2,200 
per  home  for  weatherization.  The  program 
tries  to  target  the  poorest  of  the  poor, 
and  tries  to  give  priority  to  homes  with 
elderly  residents  or  children.  DOE  has  been 
considering  ways  to  improve  implementation 
of  the  program,  and  a  portion  of  the  additional 
funds  may  be  used  to  test  improving  the 
delivery  of  services  at  the  local  level. 

The  funding  for  WAP  has  been  held  rel¬ 
atively  steady  for  the  past  several  years. 
The  initiative  takes  the  modest  increase  appro¬ 
priated  in  2001  ($18  million  more  than 
2000)  as  a  down  pa5m[ient,  then  provides 
growth  through  2010. 

Solar  and  Renewable  Energy 

While  they  are  not  capable  of  replacing 
fossil  fuels  in  the  near-term,  solar  and  renew¬ 
able  energy  will  be  an  important  part  of 
the  Nation’s  long-term  energy  supply.  The 
Administration  proposes  increasing  the  per¬ 
formance  of  existing  solar  and  renewable 
research  and  development  by  winnowing  out 
those  projects  that  are  less  promising  and 
focussing  on  those  areas  that  offer  the  greatest 
ability  to  tap  or  expand  these  new  sources 
of  energy.  In  order  to  help  bring  these 
new  technologies  to  market,  the  Administra¬ 
tion  proposes  tax  credits  for  the  installation 
of  rooftop  solar  equipment  and  an  extension 
of  the  tax  credits  for  fuel  produced  from 
renewable  sources. 

The  President  also  proposes  linking  near- 
term  and  long-term  approaches  by  encouraging 
new  oil  and  gas  production  on  Federal  lands, 
and  using  Federal  income  from  that  to  support 
increased  efforts  to  develop  solar  and  renew¬ 
able  energy.  The  Administration’s  legislative 
proposals  will  include  opening  a  small  part 
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of  the  Arctic  National  Wildlife  Refuge  to 
oil  and  gas  leasing  and  production  in  an 
environmentally  responsible  manner.  This 
process  will  generate  an  estimated  $1.2  billion 
in  bidding  bonuses  for  the  Federal  Government 
from  the  winning  bidders,  assumed  to  become 
available  in  2004.  The  Administration  proposes 
to  use  these  bonuses  to  fund  meritorious 
research  and  development  projects  on  solar 
power,  wind  energy,  biomass  power  and  fuels, 
geothermal  energy,  and  other  alternative  en¬ 
ergy  technologies.  Given  the  finite  level  of 
supplementary  bonus  funding  available,  the 
initiative  is  designed  to  start  phasing  down 
after  2008. 

Research  on  the  Clean  Use  of  Coal 

Coal  is  by  far  the  most  abundant  U.S. 
energy  resource,  with  domestic  resources  that 
exceed  the  energy  potential  of  the  world’s 
oil  resource.  Americans  want  reliable  and 
affordable  power,  and  they  want  clean  air 
too.  To  meet  the  rising  electricity  demands 
of  our  increasingly  electronic  economy  will 
require  the  use  of  coal  for  the  foreseeable 
future,  and  we  must,  therefore,  develop  the 
technology  to  eliminate  the  environmental 
barriers  to  continued  coal  use  and  extend 
the  life  of  existing  coal  plants.  Until  now, 
most  coal  research  funding  was  dispersed 
among  a  large  number  of  technical  topics 
and  lacked  a  focused  effort  to  overcome 
the  most  serious  obstacles  to  market  accept¬ 
ance  in  the  electricity  sector. 

The  Administration  proposes  a  new  vision 
in  advanced  coal  technology.  Using  a  consor¬ 
tium  of  companies  to  direct  research  funds 
to  those  problems  generic  to  the  industry, 
a  restructured  coal  research  program  will 
spend  more  than  $2  billion  over  10  years 
to  reduce  the  environmental  impact  of  using 
coal  to  make  electricity  through  new  tech¬ 
nology  and  efficiency  improvements.  The  re¬ 
focused  and  reorganized  program  would  avoid 
historical  handicaps  and  increase  research 
effectiveness.  This  approach  addresses  barriers 
to  coal  use  that  will  benefit  all  companies 


and  will  select  projects  based  on  merit.  Suc¬ 
cessfully  implemented  elsewhere  in  DOE,  con¬ 
sortium-guided  research  focuses  on  the  use 
of  the  commodity  rather  than  producers  or 
product  vendors,  and  makes  the  most  prom¬ 
ising  technologies  the  priority  for  funding. 

To  meet  the  coal  challenge,  funding  would 
come  from  a  consolidated  budget  that  redirects 
research  funds  from  the  current  Fossil  Energy 
research  and  development  coal  budget, 
matched  with  balances  in  the  Clean  Coal 
technology  account,  to  total  more  than  $2 
billion  over  10  years.  Existing  Clean  Coal 
projects  are  included  in  this  total,  and  if 
they  do  not  go  forward,  their  funds  would 
be  made  available  for  other  coal  research 
activities  under  this  initiative.  All  projects 
would  require  some  cost  sharing  by  partici¬ 
pants,  with  the  industry  share  increasing 
as  projects  approach  commercial  stages. 

Northeast  Heating  Oil  Reserve 

In  2001,  DOE  established  a  Northeast 
Heating  Oil  Reserve.  The  Reserve  contains 
two  million  barrels  of  heating  oil  and  is 
managed  by  the  private  sector.  The  Reserve 
was  established  because  of  concern  about 
relatively  low  heating  oil  stock  levels  and 
short-term  price  increases  experienced  in  the 
Northeast  in  the  winter  of  2000.  While  these 
temporary  price  increases  were  largely  weath¬ 
er  induced,  and  additional  supply  quickly 
came  into  the  region  from  Europe,  there 
was  concern  that  if  there  was  a  colder 
than  normal  winter  in  2001,  there  could 
be  shortages  of  heating  oil  and  price  shocks. 
Heating  oil  was  not  released  from  the  reserve 
during  the  winter  of  2001,  because  January 
was  unusually  warm  in  the  Northeast  and 
significant  imports  of  heating  oil  from  Europe 
ensured  adequate  stock  levels.  The  budget 
includes  an  additional  $8  million  to  continue 
this  initiative.  The  President  supports  a  pri¬ 
vately  managed  Northeast  Heating  Oil  Re¬ 
serve,  and  this  initiative  ensures  its  continued 
funding. 


11.  PROTECT  THE  ENVIRONMENT 


As  a  result  of  tremendous  work  by  State 
and  local  governments,  the  environmental 
community,  the  private  sector,  and  the  Federal 
Government,  much  progress  has  been  made 
in  the  past  quarter  century  in  protecting 
our  land,  our  air,  and  our  water  in  the 
United  States.  Recognizing  these  achieve¬ 
ments,  the  Nation  must  make  further 
progress. 

Continued  significant  improvement  in  envi¬ 
ronmental  quality  can  best  be  achieved  by 
fostering  local  stewardship  of  our  resources 
and  encouraging  innovative  methods  of  pollu¬ 
tion  control.  The  budget  reflects  these  prior¬ 
ities  by  providing  historic  levels  of  funding 
for  conservation,  especially  in  partnership 
with  State  and  local  officials,  and  providing 
more  flexibility  for  State  and  local  govern¬ 


ments  to  craft  solutions  to  control  pollution 
in  their  own  communities.  Beyond  funding 
the  programs  that  will  implement  these  prior¬ 
ities,  the  budget  includes  policies  that  will 
encourage  these  goals,  such  as  providing 
a  50-percent  capital  gains  tax  exclusion  to 
private  landowners  who  voluntarily  sell  their 
land  or  water  for  conservation  purposes  and 
a  permanent  extension  of  favorable  tax  treat¬ 
ment  of  the  costs  of  cleaning  up  contamination 
at  abandoned  waste  sites,  known  as 
brownfields. 

The  Administration  recognizes  that  reducing 
the  role  of  Government  can  often  have  bene¬ 
ficial  effects  on  public  health  and  the  environ¬ 
ment.  This  budget  includes  proposals  that 
reduce  or  eliminate  such  funding.  For  instance, 
making  structures  in  frequently  flooded  areas 


Chart  11-1.  Land  and  Water  Conservation  Fund 
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*  Excludes  S397  million  in  onc-time  funding  in  1998  for  Headwaters  Forest  (CA),  New  World  Mine  (MT),  and  various  maintenance  projects. 
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ineligible  for  subsidized  Federal  flood  insur¬ 
ance  (a  proposal  in  the  budget  for  the 
Federal  Emergency  Management  Agency)  will 
improve  the  protection  and  aesthetics  of  ripar¬ 
ian  areas.  Such  proposals  can  also  be  found 
in  the  budgets  of  other  Departments  and 
agencies. 

Land  and  Water  Conservation  Fund 
(LWCF):  The  budget  proposes  full  funding  of 
LWCF  at  $900  million  starting  in  2002  ($356 
million  over  2001),  including  $450  million  for 
State  and  local  conservation  grants  (see  Chart 
11-1).  This  is  the  highest  LWCF  budget  re¬ 
quest  in  history,  reflecting  the  Administra¬ 
tion’s  commitment  to  land  conservation  efforts. 
Over  the  next  four  years,  the  Administration 
will  request  more  LWCF  funds  than  provided 
during  any  other  Administration. 

Principally  supported  through  receipts  from 
oil  and  gas  drilling  on  the  Outer  Continental 
Shelf,  the  LWCF  funds  Federal,  State,  and 
local  conservation,  natural  resource  protection 
and  outdoor  recreation.  Over  time,  however, 
the  State  and  local  component  has  been 
forgotten.  The  budget  revitalizes  this  compo¬ 
nent,  giving  State  and  local  agencies  the 
matching  funds  and  greater  flexibility  to 
address  conservation  needs  with  a  bottom- 
up  approach,  not  top-down  guidance  from 
Washington,  D.C. 

The  LWCF  will  also  build  cooperative  con¬ 
servation  partnerships  through  two  new  pro¬ 
grams,  financed  with  the  Federal  portion 
of  the  LWCF.  The  Administration  will  devote 
$50  million  to  provide  matching  grants  for 
States  to  establish  their  own  Landowner 
Incentive  Programs,  which  assist  private  land- 
owners  in  enhancing  habitat  for  imperiled 
species  while  continuing  to  engage  in  tradi¬ 
tional  land  management  practices.  Another 
$10  million  will  be  used  to  establish  a 
Private  Stewardship  Grant  Program,  which 
will  provide  grants  directly  to  support  local, 
private  conservation  efforts.  For  Federal  land 
conservation,  the  National  Park  Service,  For¬ 
est  Service,  Fish  and  Wildlife  Service,  and 
Bureau  of  Land  Management  will  place  a 
greater  priority  on  alternative  and  innovative 
conservation  tools,  including  easements,  as 
well  as  land  acquisition.  In  addition.  Federal 
agencies  will  acquire  lands  from  willing  sellers 


only,  and  solicit  input  and  participation  from 
affected  communities. 

National  Park  Service  (NPS)  Deferred 
Maintenance  Backlog:  The  conditions  in 
many  national  parks  have  deteriorated  in  re¬ 
cent  years,  largely  because  the  expansion  in 
the  number  of  national  park  units  has  exceed¬ 
ed  both  the  NFS’s  ability  to  manage  these  fa¬ 
cilities  as  well  as  the  available  funding.  The 
Administration  now  seeks  to  focus  attention 
on  taking  care  of  existing  resources  within  the 
National  Park  System  (see  Chart  11-2). 

Management  reform  is  the  first  step  for 
any  effort  to  eliminate  the  NPS  deferred 
maintenance  backlog.  NPS  has  recently  taken 
steps  to  improve  its  procedures  for  estimating 
costs  and  approving  projects,  and  it  must 
continue  to  follow  through  on  this  effort. 
The  Administration  will  accelerate  efforts  to 
complete  objective  assessments  of  facility  con¬ 
ditions,  institute  maintenance  management 
systems,  and  identify  priorities  in  a  clear 
and  accountable  manner.  The  goal  is  to 
establish  by  next  year’s  budget  a  set  of 
performance  measures  that  can  track  the 
quality  of  facility  maintenance  performed, 
instead  of  just  relying  on  the  quantity  of 
funding  provided. 

NPS  estimates  the  deferred  maintenance 
backlog  at  roughly  $4.9  billion,  with  about 
$2.7  billion  related  to  roads,  bridges,  and 
transportation  projects  normally  funded 
through  the  Transportation  Equity  Act  for 
the  21st  Century  (TEA-21).  The  budget  focuses 
on  funding  the  $2.2  billion  in  non-road 
projects,  most  of  which  will  be  provided 
over  five  years  through  annual  appropriations 
in  non-road  facility  maintenance  and  construc¬ 
tion  accounts.  The  Administration  will  supple¬ 
ment  this  funding  by  extending  the  recreation 
fee  demonstration  program  through  2006  and 
directing  approximately  60  percent  of  the 
receipts  toward  deferred  maintenance  needs. 
NPS  will  also  leverage  additional  funding 
resources  through  improved  management  of 
concessions,  leases,  and  cooperative  agree¬ 
ments  with  non-Federal  partners.  Because 
TEA-21  is  not  subject  to  reauthorization  until 
2004,  the  2002  Budget  defers  decisions  on 
increased  park  road  funding  and  assumes 
the  existing  TEA-21  funding  level,  $165  mil¬ 
lion  annually,  continues  through  2003, 
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Chart  11-2.  National  Park  Service  Funding  Available 
for  Deferred  Maintenance  Projects 
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As  a  downpayment  to  eliminate  the  NPS 
deferred  maintenance  backlog  over  five  years, 
the  budget  allocates  $440  million  for  non- 
road  projects,  a  30-percent  increase  over  2001. 

Although  new  park  facility  maintenance 
needs  will  continue  to  emerge,  the  combination 
of  increased  funding  and  management  reforms 
will  allow  NPS  to  find  the  point  where 
sustainable  funding  levels  cover  capital  re¬ 
placement  costs.  At  this  point  of  equilibrium, 
the  backlog  will  be  eliminated. 

In  addition  to  addressing  deferred  mainte¬ 
nance  needs,  the  Administration  will  enhance 
natural  resource  protection  in  parks  by 
strengthening  science-based  management 
through  the  Natural  Resource  Challenge.  To 
fund  this  initiative,  the  budget  increases 
NPS  operations  by  $20  million  to  accelerate 
biological  resource  inventories,  control  non¬ 
native  species,  and  preserve  endangered  and 
threatened  species  habitat  on  park  lands. 


Innovative  Pollution  Control:  The  Envi¬ 
ronmental  Protection  Agency  (EPA)  will  set 
high  standards  for  environmental  protection, 
make  those  expectations  clear,  and  focus  on 
results  and  performance.  To  reach  those  goals, 
EPA  will  place  a  greater  emphasis  on  innova¬ 
tive  approaches  to  environmental  protection, 
such  as  market-based  incentives.  Command 
and  control  approaches  to  pollution  control, 
while  effective  in  the  past,  are  no  longer  as 
effective  for  achieving  significant  improve¬ 
ments  in  environmental  protection.  EPA  will 
provide  more  flexibility  to  State  and  local  offi¬ 
cials  to  craft  solutions  that  meet  the  needs 
of  their  local  communities.  It  will  also  redirect 
resources  to  develop  new,  more  effective  meth¬ 
ods  to  achieve  environmental  progress.  In  ad¬ 
dition,  the  Administration  intends  to  reform 
the  current  single-pollutant  approach  to  regu¬ 
lating  existing  electric  utility  plants  with  a 
multi-pollutant  approach,  which  would  provide 
regulatory  certainty  to  utilities,  phase  in  re¬ 
ductions  over  a  reasonable  period,  and  make 
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use  of  market-based  incentives  to  further  clean 
up  the  environment. 

Tropical  Forest  Initiative:  As  discussed  in 
Chapter  24,  the  President  is  committed  to  in¬ 
crease  resources  for  the  protection  of  tropical 
forests.  In  1998,  Congress  passed  the  Tropical 


Forest  Conservation  Act  (TFCA),  which  the 
President  supports.  The  2002  Budget  will 
make  more  funds  available  for  “debt-for-na- 
ture”  swaps  and  other  market-oriented  meth¬ 
ods  authorized  under  the  TFCA  to  protect 
tropical  forests. 


12.  STRENGTHEN  FAIVOLIES 


The  President  believes  that  every  child 
deserves  to  live  in  a  safe,  permanent  and 
caring  family,  with  a  loving  father  and  mother. 
Unfortunately,  the  dramatic  increase  in  the 
number  of  children  living  without  fathers, 
or  worse  still  languishing  in  foster  care, 
means  that  for  millions  of  children,  this 
is  not  the  case.  The  result  is  that  countless 
children  are  growing  up  without  the  stability 
they  need  to  fulfill  their  dreams. 

Certainly,  no  law  can  make  people  love 
one  another.  Places  of  worship,  faith-based 
organizations,  and  other  value-shaping  groups 
do  the  hard  work  of  changing  hearts  and 
minds.  Government  should,  however,  wherever 
possible,  cultivate  a  climate  that  helps  fami¬ 
lies,  and  the  individuals  and  groups  that 
support  them.  With  this  goal  in  mind,  the 
budget  includes  additional  initiatives  to 
strengthen  and  rebuild  families. 

Responsible  Fatherhood 

The  President  is  determined  to  make  com¬ 
mitted,  responsible  fatherhood  a  national  pri¬ 
ority.  Over  the  last  four  decades,  there  has 
been  a  dramatic  increase  in  the  number 
of  children  growing  up  in  homes  without 
fathers.  In  1960,  fewer  than  10  million  chil¬ 
dren  did  not  live  with  their  fathers.  Today, 
the  number  is  nearly  25  million.  More  than 
one-third  of  these  children  will  not  see  their 
fathers  at  all  during  the  course  of  a  year. 
And,  the  trend  is  getting  worse.  By  some 
estimates,  60  percent  of  children  bom  in 
the  1990s  will  spend  a  significant  portion 
of  their  childhood  in  a  home  without  a 
father. 

This  is  troubling  news  for  our  children. 
Experts  agree  that  the  lack  of  a  father 
in  the  home  has  a  negative  impact  on 
children.  Research  shows  that  nearly  75  per¬ 
cent  of  children  in  single-parent  homes  will 
experience  poverty  before  they  are  11  years 
old,  compared  with  only  20  percent  of  children 
in  two-parent  families.  Violent  criminals  are 
overwhelmingly  males  who  grew  up  without 
fathers. 


In  contrast,  the  presence  of  two  committed, 
involved  parents  contributes  directly  to  better 
school  performance,  reduced  substance  abuse, 
less  crime  and  delinquency,  fewer  emotional 
and  other  behavioral  problems,  less  risk  of 
abuse  or  neglect,  and  lower  risk  of  teen 
suicide.  The  research  is  clear:  fathers  factor 
significantly  in  the  lives  of  their  children. 
There  is  simply  no  substitute  for  the  love, 
involvement,  and  commitment  of  a  responsible 
father. 

Promoting  a  New  Pro-Fatherhood  Agen¬ 
da:  Government’s  traditional  answer  to  the  ab¬ 
sence  of  fathers  from  the  lives  of  children  has 
been  to  focus  on  child  support  enforcement — 
ensuring  the  financial  support  fathers  owe  is 
provided.  Strong  child  support  enforcement  is 
critical  to  getting  fathers  who  have  the  ability 
to  pay  to  support  their  children.  However,  re¬ 
search  shows  that  a  large  portion  of  fathers 
who  do  not  pay  child  support  are  themselves 
poor.  Many  have  limited  education  and  are  un¬ 
employed  or  underemployed. 

While  fathers  must  fulfill  their  financial 
commitments,  they  must  also  fulfill  their 
emotional  commitments.  Dads  play  indispen¬ 
sable  roles  that  cannot  be  measured  in  dollars 
and  cents:  nurturer,  mentor,  disciplinarian, 
moral  instructor,  and  skills  coach,  among 
other  roles. 

A  new  Federal  commitment  to  reverse 
the  rise  in  father  absence  should  improve 
the  job  skills  of  low  income  fathers;  promote 
marriage  among  parents;  help  low-income 
fathers  establish  positive  relationships  with 
their  children  and  the  children’s  mothers; 
and  enlist  the  potency  of  faith-based  and 
community  groups  that  are  closest  to  the 
needs  of,  and  can  provide  the  most  direct 
support  to,  fathers  and  families. 

Promoting  Responsible  Fatherhood:  The 
2002  Budget  provides  $60  million  for  competi¬ 
tive  grants  for  initiatives  that  promote  respon¬ 
sible  fatherhood.  Grants  will  be  awarded  to 
faith-based  and  community  organizations  that 
help  unemployed  or  low-income  fathers  and 
their  families  avoid  or  leave  cash  welfare,  as 
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well  as  to  programs  that  promote  successful 
parenting  and  strengthen  marriage.  This  ini¬ 
tiative  will  spur  new  community-level  ap¬ 
proaches  to  working  with  low-income  fathers 
and  families,  and  to  providing  them  with  job 
training,  subsidized  emplo3rment,  career-ad¬ 
vancing  education,  skills-based  marriage  and 
parenting  education,  mentoring  and  related  ac¬ 
tivities.  The  budget  also  provides  $4  million 
in  2002  for  projects  of  national  significance 
that  support  expansion  of  State  and  local  re¬ 
sponsible  fatherhood  efforts  and  extends  two 
jobs  tax  credits  for  an  additional  year. 

Strong  Families^  Safe  Children 

The  President  also  is  committed  to  helping 
families  in  crisis  and  to  protecting  children 
from  abuse  and  neglect.  The  Federal-State 
child  welfare  system  needs  to  do  more  to 
support  and  preserve  families.  At  the  same 
time,  once  children  are  placed  outside  the 
home,  the  system  too  often  leaves  them 
languishing  in  foster  care  or  other  temporary 
living  arrangements  for  months  or  years. 

There  are  more  than  568,000  children  in 
foster  care,  some  118,000  of  whom  are  legally 
available  for  adoption  now.  This  substitute 
care  population  has  grown  many  times  faster 
than  the  rate  of  growth  of  the  U.S.  child 
population  in  general.  For  each  of  the  years 
from  1983  through  1999,  more  children  en¬ 
tered  than  exited  substitute  care.  Tragically, 
one  in  four  foster  children  remains  in  foster 
care  for  at  least  three  to  five  years;  in 
every  State,  there  are  children  who  have 
been  in  foster  care  more  than  seven  years. 
A  foster  child,  on  average,  lives  with  three 
different  families,  and  experiencing  10  or 
more  placements  into  different  homes  is  not 
rare. 

Providing  Education  and  Training 
Vouchers  for  Older  Foster  Care  Children: 
The  personal  and  emotional  costs  are  espe¬ 
cially  high  for  young  people  who  leave  foster 
care  at  age  18  without  having  been  adopted. 
Research  indicates  that  these  young  people  ex¬ 
perience  alarming  rates  of  homelessness,  early 
pregnancy,  mental  illness,  unemployment,  and 
drug  abuse  in  the  first  years  after  they  leave 
the  system. 

This  year,  some  20,000  youths  will  leave 
foster  care  when  they  reach  the  age  of 


majority.  To  help  these  children,  the  budget 
proposes  to  provide  $60  million  through  the 
Foster  Care  Independence  Program  specifically 
for  education  and  training  vouchers  to  youth 
who  age  out  of  foster  care.  This  initiative 
would  help  ensure  that  these  young  people 
are  able  to  obtain  the  support  they  need 
to  develop  skills  to  lead  independent  and 
productive  lives.  Each  voucher,  worth  up 
to  $5,000,  would  be  available  to  cover  the 
costs  of  college  tuition  or  vocational  training. 

Promoting  Safe  and  Stable  Families:  The 
current  child  welfare  system  has  three  primary 
goals — ^to  ensure  children’s  safety;  to  create 
permanency  in  children’s  living  arrangements; 
and  to  promote  healthy  child  development.  The 
financing  mechanism  of  the  current  system, 
however,  does  not  always  advance  these  goals. 
Approximately  ninety  percent  of  Federal  child 
welfare  funds  are  provided  for  the  removal  and 
placement  of  children  outside  their  own  homes, 
including  adoption  activities.  By  contrast,  less 
than  10  percent  is  provided  for  services  that 
could  either  prevent  a  child’s  removal  from  his 
or  her  family  or  support  timely  family  reunifi¬ 
cation  in  cases  in  which  temporary  removal 
is  necessary.  Because  the  growth  of  funds  for 
prevention  services  through  grants  such  as  the 
Promoting  Safe  and  Stable  Families  program 
has  been  so  restricted,  States  often  do  not  have 
enough  money  to  provide  the  services  that 
could  either  prevent  children’s  removal  from 
their  families,  if  appropriate  and  safe,  or  sup¬ 
port  timely  reunification  in  cases  in  which 
temporary  removal  is  necessary. 

To  strengthen  States’  ability  to  promote 
child  safety,  permanency,  and  well  being, 
the  budget  proposes  funding  the  Promoting 
Safe  and  Stable  Families  program  at  $505 
million  in  2002,  a  $200  million  increase 
over  the  2001  level.  These  additional  resources 
will  help  States  keep  children  with  their 
biological  families,  if  safe  and  appropriate, 
or  to  place  children  with  adoptive  families. 
By  undertaking  more  preventative  efforts  to 
help  families  in  crisis,  the  prospects  for 
children  to  live  in  a  permanent  home  are 
enhanced.  A  child  will  remain  with  his  or 
her  biological  parents  or  will  be  removed 
and  placed  in  temporary  foster  care.  Attempts 
can  be  made  to  return  the  child  from  foster 
care  back  to  the  home.  If  the  State  can 
show  that  such  preventative  efforts  have 
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failed  to  safely  keep  the  child  in,  or  return 
the  child  to,  the  home,  judges  are  more 
likely  to  terminate  parental  rights,  making 
the  child  legally  free  for  adoption.  In  addition, 
to  help  States  comply  with  Federal  require¬ 
ments  that  children  be  safe  from  abuse 
and  neglect,  and  not  languish  in  foster  care, 
the  budget  provides  $2  million  to  expand 
collaborative  Federal/State  efforts  to  monitor 
State  child  welfare  systems. 

Encouraging  Adoption  and  Helping 
Children  from  Foster  Care:  In  1996,  Con¬ 
gress  passed,  and  the  President  signed  into 
law,  a  tax  credit  designed  to  increase  the  num¬ 
ber  of  adoptions.  The  provision  provides  a 


$5,000  tax  credit  to  families  for  expenses  asso¬ 
ciated  with  the  adoption  of  a  child.  The  provi¬ 
sion  also  provides  a  $5,000  exclusion  from  in¬ 
come  for  employer-provided  assistance. 

There  are  more  than  118,000  children  le¬ 
gally  available  for  adoption  in  the  United 
States.  While  adoptive  parents  do  not  need 
to  be  given  financial  incentives  to  welcome 
children  into  their  homes,  the  costs  of  adoption 
can  be  high  and  many  parents  need  help 
defraying  those  costs.  To  encourage  more 
adoptions,  the  budget  proposes  to  make  the 
adoption  tax  credit  permanent  and  increase 
it  from  $5,000  to  $7,500, 
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The  President  recognizes  the  importance 
of  health  care  to  America's  families.  The 
2002  Budget  includes  targeted  investments 
in  key  Presidential  priority  areas  such  as 
improving  biomedical  research,  strengthening 
community-based  health  care,  enhancing  drug 
treatment,  and  providing  an  immediate  pre¬ 
scription  drug  benefit  to  those  in  the  greatest 
need. 

Doubling  Resources  for  the  National  In- 
stitutes  of  Health  (NIH):  The  2002  Budget 
includes  a  Presidential  initiative  to  double 
NIH’s  1998  funding  level  by  2003  (see  Chart 
13“1).  To  accomplish  this,  the  2002  Budget  re¬ 
quests  $23.1  billion  for  NIH,  a  $2.8  billion  in¬ 
crease  above  the  2001  level.  Over  the  past 
three  years,  NIH  has  received  annual  in¬ 
creases  of  approximately  $2.0  billion,  $2.2  bil¬ 


lion,  and  $2.5  billion,  respectively,  in  an  effort 
to  double  the  agency’s  1998  funding  of  $13.6 
billion.  During  the  campaign,  then-Governor 
Bush  pledged  to  complete  the  effort  to  double 
NIH's  budget  in  five  years,  a  goal  that  is  sup¬ 
ported  in  Congress  by  a  bipartisan  coalition. 
Consistent  with  NIH's  large  funding  increase, 
cancer-related  research  is  estimated  to  in¬ 
crease  by  over  $500  million,  to  $5.1  billion  in 
2003. 

NIH  is  working  to  meet  the  management 
challenges  that  can  arise  when  an  agency 
receives  a  substantial  infusion  of  resources 
over  a  short  period  of  time.  NIH  is  in 
the  process  of  identif3dng  strategies  and  poli¬ 
cies  that  could  be  implemented  in  2002 
and  2003  and  beyond  to  maximize  budgetary 
and  management  flexibility  in  the  future. 
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Such  strategies  could  include  funding  the 
total  costs  of  an  increasing  number  of  new 
grants  in  the  grant’s  first  year  and  supporting 
some  one-time  activities  such  as  high-priority 
construction  and  renovation  projects.  Once 
the  doubling  effort  is  complete,  NIH  will 
receive  stable,  moderate  funding  increases 
to  continue  to  support  investments  in  bio¬ 
medical  research  that  improve  the  health 
of  all  Americans. 

The  Federal  Government  has  a  leading 
role  in  promoting  cutting-edge  research  and 
biomedical  advancement.  The  budget  recog¬ 
nizes  NIH  leadership  in  this  area  by  providing 
a  substantial  funding  increase  to  support 
the  highest  levels  of  research  in  the  diseases 
that  threaten  the  lives  of  many  Americans, 
including  cancer,  diabetes,  Alzheimer’s,  Par¬ 
kinson’s  and  other  diseases  afflicting  the 
elderly,  and  substance  abuse.  Through  the 
results  of  the  Human  Genome  Project  and 
other  similar  revolutionary  research,  NIH 
will  accelerate  the  advancement  of  medical 
knowledge  and  health  care  to  unprecedented 
levels. 

Strengthening  the  Health  Care  Safety 
Net:  There  are  approximately  44  million  peo¬ 
ple  in  the  United  States  who  are  uninsured 
and  at  least  48  million  lack  access  to  a  regular 
source  of  health  care.  Many  of  our  Nation’s 
uninsured  and  medically  underserved  people 
live  in  inner-city  neighborhoods  and  rural  com¬ 
munities  where  there  are  few  or  no  physicians 
or  health  care  services.  These  Americans  have 
lower  life  expectancy  and  higher  death  rates 
from  cancer  and  heart  disease  compared  to  the 
general  population. 

To  strengthen  the  health  care  safety  net 
for  those  most  in  need,  the  budget  proposes 
a  $124  million  increase  for  Community  Health 
Centers.  This  increase  is  the  first  installment 
for  a  multi-year  initiative  to  increase  the 
number  of  community  health  center  sites 
by  1,200.  Community  Health  Centers,  which 
are  a  critical  component  of  the  American 
health  care  safety  net,  deliver  health  care 
services  to  roughly  11  million  patients,  4.4 
million  of  whom  are  uninsured,  through  a 
network  of  over  3,000  community-based  health 
care  center  sites. 

By  expanding  the  number  of  health  care 
center  sites  by  1,200,  the  initiative’s  long¬ 


term  goal  is  to  double  the  number  of  people 
served.  These  new  health  center  sites  will 
offer  quality  primary  health  care  services 
to  anyone  regardless  of  their  ability  to  pay, 
including  culturally  competent  care  through 
the  development  of  creative  programs  to  serve 
diverse  populations.  Community  Health  Cen¬ 
ters  will  continue  to  build  partnerships  with 
local  hospitals  and  providers,  managed  care 
organizations,  or  other  Community  Health 
Centers,  to  ensure  a  more  stable  health 
care  delivery  system. 

The  budget  also  assumes  additional  public 
health  resources  for  the  States  from  the 
President’s  proposal  to  extend  fiduciary  re¬ 
sponsibilities  to  the  representatives  of  States 
in  tobacco  lawsuits. 

Reforming  the  National  Health  Service 
Corps  (NHSC):  By  offering  scholarships  and 
loan  repayments  to  health  care  professionals 
in  exchange  for  service  commitments  in  com¬ 
munities  that  lack  health  care  providers,  the 
NHSC  has  placed  over  20,000  doctors,  nurses, 
dentists,  midwives,  and  mental  health  clini¬ 
cians  in  communities  that  lack  access  to  care. 

Through  a  targeted  management  reform 
initiative,  the  NHSC  will  be  better  able 
to  address  the  neediest  communities.  The 
NHSC  management  reform  will  examine  the 
ratio  of  scholarships  to  loan  repayments, 
as  well  as  other  set-asides,  to  ensure  max¬ 
imum  flexibility  in  placing  NHSC  providers. 
The  Administration  will  also  seek  to  amend 
the  Health  Professional  Shortage  Area  defini¬ 
tion  to  reflect  other  non-physician  providers 
practicing  in  communities,  which  will  enable 
the  NHSC  to  more  accurately  define  shortage 
areas  and  target  placements  better.  To  further 
avoid  overlap  in  the  provision  of  health 
care,  the  Department  of  Health  and  Human 
Services  (HHS)  will  enhance  its  coordination 
with  immigration  programs,  including  the 
J-1  and  H-IC  visa  programs,  which  review 
applications  for  health  care  providers  prac¬ 
ticing  in  underserved  communities.  The  NHSC 
initiative  will  also  encourage  more  health 
care  professionals  to  participate  in  the  NHSC 
by  making  scholarship  funds  tax  free. 

Increasing  Access  to  Drug  Treatment: 
The  budget  includes  an  additional  $111  million 
to  increase  the  availability  of  substance  abuse 
treatment  services.  According  to  the  National 
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Household  Survey  on  Drug  Abuse,  there  is  a 
treatment  gap  of  almost  three  million  people 
between  the  number  of  individuals  who  need 
drug  treatment  and  the  number  who  receive 
it.  One  recent  study  found  that  only  10  percent 
of  child  welfare  agencies  were  able  to  locate 
treatment  within  a  month  for  clients  in  need. 
Another  study  found  that  only  37  percent  of 
substance  abusing  mothers  with  minor  chil¬ 
dren  received  any  treatment  at  all  in  1997. 

Of  this  additional  $111  million  to  increase 
access  to  substance  abuse  treatment  and 
help  to  close  the  treatment  gap,  the  budget 
proposes  $100  million  for  the  Substance  Abuse 
and  Mental  Health  Services  Administration. 
This  increase  includes  $60  million  to  help 
States  finance  treatment  to  those  in  need 
through  the  Substance  Abuse  Block  Grant, 
and  an  additional  $40  million  will  be  made 
available  through  the  Targeted  Capacity  Ex¬ 
pansion  grants  designed  to  support  a  rapid, 
strategic  response  to  emerging  trends  in  sub¬ 
stance  abuse.  A  portion  of  this  funding  will 
be  used  for  competitive  grants  to  organizations 
that  provide  residential  treatment  to  teen¬ 
agers.  The  budget  also  includes  an  additional 
$11  million  for  the  Office  of  Justice  Programs’ 
Residential  Treatment  grants  at  the  Depart¬ 
ment  of  Justice. 

Studies  also  show  that  religion  can  be 
a  powerful  tool  in  helping  individuals  overcome 
drug  and  alcohol  addiction.  As  part  of  the 
President’s  broader  Faith-Based  Initiative, 
Federal  funding  will  be  available  to  faith- 
based  entities  on  an  equal  basis  with  all 
other  providers,  and  their  use  of  these  funds 
will  be  encouraged. 

Supporting  the  Healthy  Communities  In¬ 
novation  Fund  Initiative:  In  communities 
across  the  Nation,  local  organizations  are  ad¬ 
dressing  health  care  needs  in  innovative  ways. 
To  build  on  this  success,  the  President  has 
proposed  the  Healthy  Communities  Innovation 
Fund  Initiative  that  supports  grants  to  health 
care  improvement  projects  in  State  and  local 
communities.  These  grants  encourage  and  im¬ 
plement  innovative  technologies  that  target 
areas  of  health  risk,  including  heart  disease, 
childhood  and  adult  Type  II  diabetes,  and 
childhood  obesity.  In  2002,  HHS  will  target 
approximately  $400  million  in  existing  grant 
activity  to  innovations  at  the  local  level,  in¬ 


cluding  programs  to  promote  comprehensive 
care  through  integrated  State  health  care  de¬ 
livery  systems  for  women  and  children;  grants 
to  States  to  help  prevent  the  incidence  of  dis¬ 
ease;  and  research  programs  to  promote  alter¬ 
native  disease  treatments. 

HHS  will  increase  coordination  among  these 
funds  to  ensure  that  the  best  and  broadest 
range  of  innovative  solutions  are  funded  across 
the  country. 

Extending  Health  Tax  Incentives:  To  help 
lower-income  families  purchase  private  health 
insurance,  the  budget  includes  a  new  tax  cred¬ 
it  for  individuals  and  families  who  do  not  have 
access  to  employer-sponsored  insurance.  The 
budget  also  includes  new  tax  provisions  to  ex¬ 
tend  permanently  Medical  Savings  Accounts, 
help  those  with  long-term  care  costs,  and  im¬ 
prove  flexible  spending  accounts. 

Reforming  Medicaid  and  the  State  Chil¬ 
dren's  Health  Insurance  Programs  (S- 
CHIP):  The  Administration  will  also  focus 
over  the  next  few  months  on  Medicaid  and 
S-CHIP  and  recommend  reforms  that  will  im¬ 
prove  the  way  these  programs  provide  health 
care  coverage  to  the  poor  and  near-poor.  In 
cooperation  with  the  States,  the  Administra¬ 
tion  will  develop  ideas  to  increase  State  flexi¬ 
bility  and  ensure  that  Medicaid  and  S-CHIP 
are  being  effectively  used  to  promote  health 
insurance  coverage.  The  review  of  these  pro¬ 
grams  will  emphasize  giving  States  the  flexi¬ 
bility  to  use  private  insurance,  when  possible, 
and  to  coordinate  with  employment-based  in¬ 
surance  for  those  who  have  access  to  it.  The 
Administration  will  also  work  with  the  States 
to  build  a  systematic  approach  to  monitoring, 
stabilizing,  and  improving  insurance  coverage 
through  reforms  of  these  programs. 

Providing  an  Immediate  Helping  Hand 
and  Reforming  Medicare:  The  President  be¬ 
lieves  the  Nation  has  a  moral  obligation  to 
make  retirement  a  time  of  health  and  security 
for  America’s  seniors.  For  thirty-five  years. 
Medicare  has  played  an  integral  part  of  pro¬ 
viding  security  to  millions  of  Americans.  Yet, 
to  fulfill  our  Nation’s  promise  to  seniors  and 
the  disabled.  Medicare  must  be  reformed.  No 
aspect  of  the  flaws  in  the  Medicare  program 
more  acutely  highlights  the  need  for  reform 
than  the  limited  access  of  seniors  to  prescrip¬ 
tion  drugs  that  can  improve  and  save  lives. 
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As  prescription  drugs  have  become  an  inte¬ 
gral  part  of  modem  medicine,  private  health 
insurance  in  the  United  States  has  changed 
to  incorporate  adequate  prescription  drug  in¬ 
surance.  Yet  Medicare  still  does  not  provide 
coverage  for  most  drugs  as  part  of  its  benefit 
package.  As  a  result,  around  three  in  ten 
Medicare  beneficiaries  have  no  insurance  cov¬ 
erage  for  prescription  drugs. 

To  renew  the  promise  made  to  our  seniors 
thirty-five  years  ago,  the  President  will  rec¬ 
ommend  funding  to  preserve  and  sustain 
the  Medicare  program  and  to  incorporate 
a  prescription  drug  benefit  for  all  seniors. 
Until  Medicare  reform  is  enacted,  the  budget 
proposes  to  enact  the  Immediate  Helping 
Hand  (IHH)  prescription  drug  proposal.  The 
IHH  proposal  provides  for  immediate  funding 
to  States  to  allow  for  interim  prescription 
drug  coverage  for  those  beneficiaries  who 
need  it  most.  This  immediate  assistance  will 
give  States  the  temporary  financial  support 
they  need  to  protect  beneficiaries  with  limited 
incomes  or  very  high  drug  expenses  and 
no  other  alternative  for  drug  coverage  until 
Medicare  reform  is  achieved. 

The  IHH  proposal  will  cover  the  full  cost 
of  drugs  for  individual  Medicare  beneficiaries 
with  incomes  up  to  $11,600  who  are  not 

eligible  for  Medicaid  or  a  comprehensive  pri¬ 
vate  retiree  benefit,  and  for  married  couples 
with  incomes  up  to  $15,700  (135  percent 

of  poverty)  who  do  not  have  access  to  coverage. 
These  beneficiaries  would  receive  comprehen¬ 
sive  drug  insurance  for  a  premium  of  $0, 
and  pay  a  nominal  charge  for  prescriptions. 
The  proposal  would  also  cover  part  of  the 
drug  costs  for  individual  Medicare  beneficiaries 
with  incomes  up  to  $15,000  and  married 

couples  with  incomes  up  to  $20,300  (175 
percent  of  poverty).  These  beneficiaries  would 
receive  subsidies  for  at  least  50  percent 

of  the  premium  of  high-quality  drug  coverage. 
The  IHH  proposal  would  also  provide  cata¬ 
strophic  drug  coverage  for  all  Medicare  bene¬ 
ficiaries,  giving  them  financial  security  against 
the  risk  of  very  high  out-of-pocket  prescription 
expenditures. 

The  IHH  proposal  would  begin  immediately. 
Unlike  other  plans,  IHH  builds  on  coverage 
that  is  available  in  over  half  the  States, 
and  under  consideration  in  almost  all  States. 


No  other  proposal  would  provide  interim 
access  to  drug  coverage  for  up  to  9.5  million 
of  the  most  vulnerable  Medicare  beneficiaries 
until  Medicare  reform  can  be  enacted.  This 
would  minimize  the  temporary  burden  on 
States.  IHH  is  100  percent  federally-funded, 
with  flexibility  in  how  States  can  choose 
to  establish  or  enhance  drug  coverage. 

Coordinating  Department  of  Defense 
(DOD)  and  Veterans  Affairs  (VA)  Health 
Care  Benefits:  The  Federal  Government  pro¬ 
vides  health  care  to  millions  of  people  through 
the  VA  and  DOD.  Eight  million  active  and 
retired  military  personnel  and  their  families 
are  eligible  for  DOD  care,  while  over  five  mil¬ 
lion  veterans  are  enrolled  for  VA  care.  How¬ 
ever,  over  700,000  are  enrolled  in  both  systems 
and  may  use  either  DOD  or  VA  services  when¬ 
ever  they  choose.  As  a  result,  DOD  and  VA 
have  difficulty  estimating  the  number  of  peo¬ 
ple  that  will  obtain  health  care  services  in 
each  of  the  systems,  and  therefore  encounter 
problems  in  allocating  the  necessary  resources. 

The  Administration  will  seek  legislation 
to  ensure  that  DOD  beneficiaries  who  are 
also  eligible  for  VA  medical  care  enroll  with 
only  one  of  these  agencies  as  their  health 
care  program.  Assigning  a  primary  Depart¬ 
ment  responsible  for  the  coordination  and 
cost  of  care  of  a  fixed  population  will  enable 
a  better  assessment  of  sharing  and  consolida¬ 
tions.  Beneficiaries  will  benefit  from  continuity 
in  health  care  services,  since  the  enrolling 
agency  will  be  able  to  manage  their  care 
more  closely  to  ensure  quality  and  comprehen¬ 
sive  coverage.  The  Administration  believes 
that  enrollment  will  allow  DOD  and  VA 
to  know  how  many  people  will  obtain  health 
care  from  them,  and  to  budget  correctly. 
This  will  lead  to  the  more  efficient  provision 
of  health  care  to  our  deserving  veterans 
and  military  personnel. 

Reforming  the  Federal  Employees 
Health  Benefits  Program  (FEHBP):  Estab¬ 
lished  in  1960,  the  FEHBP  is  the  largest  em¬ 
ployer-sponsored  health  insurance  program  in 
the  Nation,  covering  over  nine  million  Federal 
employees,  annuitants,  and  their  families.  The 
program  offers  a  wide  range  of  health  insur¬ 
ance  plans  that  enable  employees  to  choose 
the  benefits  package  that  best  suits  their  par¬ 
ticular  health  care  needs  and  budgets.  Because 
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choice  and  competition  are  hallmarks  of  the 
program,  the  FEHBP  reports  one  of  the  high- 
est  levels  of  satisfaction  of  any  health  care 
program  in  the  country.  The  FEHBP  is  one 
part  of  the  Government’s  total  compensation 
package,  and,  like  other  employers,  the  Gov¬ 
ernment  has  seen  health  insurance  costs  out¬ 
pacing  inflation  over  last  few  years.  The  Ad¬ 
ministration  intends  to  take  steps  to  keep  the 


program  contemporary  and  manageable,  and 
is  looking  at  ways  to  contribute  to  that  objec¬ 
tive.  Among  the  initiatives  under  consideration 
are:  options  to  ensure  that  the  program  offers 
high  quality  and  cost  effective  health  plans; 
incentives  to  Federal  employees  and  annu¬ 
itants  to  choose  their  plans  wisely;  and  inte¬ 
gration  of  annuitant  health  benefits  with  fu¬ 
ture  reforms  to  Medicare. 
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REFORM  THE  IMMIGRATION  SYSTEM 


The  United  States  is  a  Nation  of  immi¬ 
grants.  Unfortunately,  today  when  new  immi¬ 
grants  arrive  on  our  shores,  their  first  experi¬ 
ence  is  often  one  of  frustration  and  anxiety. 
The  Administration  believes  that  legal  immi¬ 
grants  should  be  greeted  with  open  arms, 
rather  than  endless  lines.  We  must  be  respon¬ 
sive  to  those  who  seek  to  immigrate  to 
this  country  by  legal  means,  and  to  those 
who  have  emigrated  and  now  seek  to  become 
U.S.  citizens. 

While  we  seek  to  improve  the  system 
that  welcomes  legal  immigrants,  the  United 
States  is  a  Nation  of  laws  and  must  act 
to  combat  illegal  immigration.  Working 
through  the  Immigration  and  Naturalization 
Service  (INS),  the  Federal  Government  should 
take  additional  steps  to  defend  the  security 
and  stability  of  our  Nation  against  the  threats 
of  organized  crime,  drug  traffickers,  and  ter¬ 
rorist  groups.  The  Administration  is  committed 
to  improving  U.S.  immigration  law  enforce¬ 
ment  and  ensuring  the  safety  of  our  borders. 

Accelerating  INS  Processes  Pertaining 
to  Citizenship  and  Benefits:  The  Adminis¬ 
tration  is  committed  to  building  and  maintain¬ 
ing  an  immigration  services  system  that  en¬ 
sures  integrity,  provides  services  accurately 
and  in  a  timely  manner,  and  emphasizes  a 
culture  of  respect.  It  often  takes  three  years 
or  more  for  INS  to  process  immigration  appli¬ 
cations  and/or  petitions.  At  times,  in  some 
areas  of  California,  Federal  delays  in  proc¬ 
essing  adjustment  of  status  applications  have 
averaged  52  months;  in  some  areas  of  Texas, 
delays  have  averaged  69  months;  in  some 
areas  of  Arizona,  49  months;  in  some  areas 
of  Illinois,  37  months. 

To  improve  INS'  focus  on  service  and 
to  reduce  the  delays  in  INS  processing  of 
immigration  applications,  the  Administration 
proposes  a  universal  six-month  standard  for 
processing  all  immigration  applications.  To 
meet  this  standard,  the  Administration  sup¬ 
ports  a  five-year,  $500  million,  initiative 
to  fund  new  personnel,  introduce  employee 
performance  incentives  to  process  cases  quickly 


and  accurately,  and  make  customer  satisfac¬ 
tion  a  priority.  The  $100  million  proposed 
in  2002  is  the  first  installment  in  this 
effort  to  provide  quality  service  to  all  legal 
immigrants,  citizens,  businesses,  and  other 
INS  customers. 

Strengthening  Border  Control  and  En¬ 
forcement:  The  budget  provides  funds  to  sup¬ 
port  additional  Border  Patrol  agents,  as  well 
as  technology  to  supplement  the  new  agents. 
Congress  authorized  hiring  5,000  new  Border 
Patrol  agents  between  1997  and  2001.  To  date, 
INS  has  received  funding  for  roughly  3,860 
new  agents.  In  order  to  hire  and  train  the 
remaining  agents  that  are  needed,  the  Presi¬ 
dent’s  Budget  requests  $75  million  to  fund  570 
new  agents  per  year  in  each  of  2002  and  2003. 
With  the  new  agents  to  be  added,  it  is 
estimated  that  about  11,000  agents  will  be 
deployed  along  the  Nation’s  Northern  and 
Southern  borders  by  the  end  of  2003.  This  is 
12  percent  more  than  2001  and  represents 
more  than  175  percent  growth  in  agent  staff¬ 
ing  since  1993.  In  addition,  $20  million  is 
requested  for  2002  to  fund  intrusion  detection 
technology  including  high-resolution  color  and 
infrared  cameras  and  state-of-the-art  command 
centers  as  force  multipliers  to  supplement  the 
new  agents  and  provide  continuous  monitoring 
of  the  border  from  remote  sites.  The  proposed 
combination  of  intrusion  detection  technology, 
and  a  substantial  number  of  new  Border  Pa¬ 
trol  agents  will  permit  INS  to  enforce  the  rule 
of  law  and  enhance  border  management  over 
larger  portions  of  the  border. 

The  2002  Budget  also  provides  an  additional 
$7  million  to  establish  intelligence  units  along 
the  Northern  and  Southwest  borders.  The 
units  will  collect,  analyze,  and  disseminate 
information  to  identify  and  interdict  illegal 
entrants  to  the  United  States;  monitor  poten¬ 
tial  terrorist  activity  and  smuggling  oper¬ 
ations;  and  track  the  movement  of  illicit 
narcotics,  weapons,  and  other  contraband 
across  our  borders. 


85 


86 


A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Ensuring  Detention  and  Removal  of  Ille¬ 
gal  Aliens:  The  Administration  is  committed 
to  removing  those  who  have  entered  the  coun¬ 
try  illegally  and  to  detain  criminal  aliens.  The 
budget  funds  INS  detention  and  deportation 
staff  and  provides  resources  to  remove  crimi¬ 
nal  and  illegal  aliens  swiftly.  The  2002  Budget 
provides  $89  million  to  support  an  additional 
1,607  average  daily  detention  bed  spaces  for 
a  total  level  of  more  than  21,000  bed  spaces. 
INS  will  continue  to  target  its  efforts  primarily 
on  removing  deportable  aliens  held  in  Federal, 
State,  and  local  facilities  to  ensure  that  these 
criminal  aliens  are  not  allowed  back  on  the 
street.  The  budget  also  continues  funding  to 
fully  implement  detention  standards  to  ensure 
those  detained,  particularly  those  who  have 
pending  asylum  cases,  are  treated  fairly. 

Creating  an  INS  Structure  for  the  Fu¬ 
ture:  The  INS  has  suffered  from  systemic 
problems  the  last  few  years,  particularly  those 


related  to  INS’  dual  missions  of  service  and 
enforcement.  These  systemic  problems  include: 
competing  priorities;  insufficient  accountability 
between  field  offices  and  headquarters;  over¬ 
lapping  organizational  relationships;  and,  lack 
of  consistent  operations  and  policies.  The  Ad¬ 
ministration  believes  that  it  is  critical  to  ad¬ 
dress  these  problems. 

The  Administration  proposes  restructuring 
and  splitting  the  INS  into  two  agencies 
with  separate  chains  of  command  and  account¬ 
ability,  reporting  to  a  single  policy  leader 
in  the  Department  of  Justice.  One  agency 
will  be  focused  exclusively  on  service  and 
the  other  will  be  focused  exclusively  on 
law  enforcement.  The  Administration  will 
work  with  Congress  in  a  bipartisan  manner 
to  enact  legislation  that  fundamentally  im¬ 
proves  the  way  the  Nation’s  immigration 
system  is  administered. 


15.  PROMOTE  VOLUNTEERISM 


Volunteerism  and  community  service  have 
been  a  strong  and  important  tradition  in 
America  ever  since  its  founding.  Across  the 
country,  faith-based  groups,  national  and  local 
non-profit  organizations  are  on  the  front 
lines,  working  to  improve  lives  in  some 
of  the  hardest  pressed  communities  in  Amer¬ 
ica.  Americans  are  volunteering  20  percent 
more  than  they  did  20  years  ago — and  seniors 
are  responsible  for  nearly  all  of  this  increase. 
Senior  Americans  are  increasingly  eager  to 
contribute  their  time  and  talents.  Working 
in  partnership  with  States  and  local  organiza¬ 
tions,  which  are  closest  to  the  needs  of 
Americans,  the  President  proposes  that  the 
Federal  Government  do  more  to  facilitate 
service  opportunities  for  seniors.  The  President 
believes  that  retirement  should  be  a  time 
of  economic  security  and  physical  well  being 
and  should  also  provide  seniors  more  opportu¬ 
nities  to  serve  their  communities. 

Expanding  Opportunities  for  Senior 
Service 

The  population  of  older  adults  is  growing 
rapidly,  and  it  is  expected  that  the  aging 
of  the  baby  boomers  will  accelerate  this 
growth.  The  number  of  individuals  aged  65 
or  older  is  estimated  to  double  from  35 
million  to  nearly  70  million  in  2030.  Seniors 
today  are  living  longer  than  ever  before, 
and  can  often  anticipate  up  to  30  years 
of  productive  post-retirement  years.  The  prin¬ 
cipal  Federal  vehicle  for  senior  volunteerism 
is  the  National  Senior  Service  Corps  (NSSC), 
which  was  established  in  1973.  The  program 
is  now  part  of  the  Corporation  for  National 
and  Community  Service,  a  publicly  and  pri¬ 
vately  funded  entity  that  works  with  non¬ 
profits,  faith-based  groups,  schools,  and  other 
civic  organizations  to  provide  opportunities 
for  Americans  of  all  ages  to  serve  their 
communities. 

The  Senior  Corps  uses  the  talents,  skills, 
and  experiences  of  more  than  500,000  older 
Americans  to  help  solve  local  problems.  Mem¬ 


bers  help  meet  a  wide  range  of  community 
needs,  serve  one-on-one  with  young  people 
with  special  needs  and  help  other  seniors 
live  independently  in  their  homes.  The  NSSC 
consists  of  the  Retired  and  Senior  Volunteer 
Program,  the  Foster  Grandparent  Program, 
and  the  Senior  Companion  Program. 

The  budget  helps  ensure  that  opportunities 
for  seniors  to  serve  their  communities  and 
schools  will  be  increased  to  accommodate 
the  demand  of  the  growing  aging  population 
and  the  changing  nature  of  retirement.  The 
budget  supports  three  new  initiatives  in  the 
Corporation  to  help  increase  service  opportuni¬ 
ties  for  America’s  seniors. 

Increasing  the  Senior  Corps  Funding: 
The  budget  provides  $203  million  for  the 
NSSC,  a  $14  million  increase  over  2001  and 
the  first  step  of  the  President’s  five-year  strat¬ 
egy  to  increase  the  annual  funding  for  the  Sen¬ 
ior  Corps  to  $250  million  by  the  end  of  five 
years.  This  level  will  expand  opportunities  for 
an  additional  17,000  senior  volunteers  to  help 
meet  the  needs  of  children  and  frail  adults 
in  communities  across  the  country. 

Establishing  the  Silver  Scholarship  Pro¬ 
gram:  A  new  initiative,  the  Silver  Scholarship 
program,  will  allow  older  Americans  to  volun¬ 
teer  500  hours  of  service  tutoring  and  men¬ 
toring  students  in  after-school  programs  in  ex¬ 
change  for  a  $1,000  scholarship  that  can  be 
deposited  in  an  education  savings  account  for 
use  by  their  children,  grandchildren,  or  an¬ 
other  child.  The  budget  includes  $20  million 
for  10,000  Silver  Scholarships. 

Providing  Service  Opportunities  for 
Americans  Veterans:  The  budget  provides  $15 
million  to  establish  the  Veterans  Mission  for 
Youth  program.  The  program  will  provide 
matching  grants  to  community  organizations 
that  connect  veterans  and  retired  military  per¬ 
sonnel  with  America’s  youth  through  men¬ 
toring,  tutoring,  after-school  and  other  pro¬ 
grams. 
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16.  DEPARTMENT  OF  AGRICULTURE 


Highlights  of  2002  Funding 

•  Fully  funds  the  current  participation  rate  for  the  key  nutrition  program  for 
women,  infants,  and  children. 

•  Supports  Department  of  Agriculture  (USDA)  food  safety  activities,  including 
providing  7,600  meat  and  poultry  inspectors. 

•  Finances  the  acquisition  of  decent,  safe,  and  affordable  housing  by  57,000  low- 
to  moderate-income  residents  in  rural  America;  creates  40,000  jobs  in  rural 
areas;  and  gives  access  to  1.4  million  poor,  rural  residents  to  clean,  safe  drink¬ 
ing  water. 

•  Allocates  conservation  assistance  to  650,000  landowners,  farmers,  and  ranch¬ 
ers. 

•  Maintains  funding  for  priority  activities  in  the  Forest  Service’s  wildland  fire 
management  plan,  including  hazardous  fuels  reduction.  In  addition,  the  budget 
proposes  an  unallocated  National  Emergency  Reserve  for  unforeseen  disaster 
needs. 

•  Redirects  USDA  research  to  provide  new  emphasis  in  key  areas  such  as  bio¬ 
technology,  the  development  of  new  agricultural  products,  and  improved  pro¬ 
tection  against  emerging  exotic  plant  and  animal  diseases  as  well  as  crop  and 
animal  pests.  The  budget  also  redirects  funds  for  the  continued  implementa¬ 
tion  of  other  major  initiatives,  including  crop  insurance  reform. 

•  Carries  out  the  President’s  commitment  to  expand  overseas  markets  for  Amer¬ 
ican  agricultural  products  by  strengthening  USDA’s  market  intelligence  capa¬ 
bilities  and  the  Department’s  expertise  for  resolving  technical  trade  issues 
with  foreign  trading  partners. 

•  In  general,  funds  USDA  bureaus  at  or  above  the  2001  enacted  level,  not  in¬ 
cluding  one-time  emergency  funding  and  unrequested  projects  provided  in 
2001. 


Initiatives 

The  President’s  Budget  fully  funds  participa¬ 
tion  in  the  Special  Supplemental  Nutrition 
Program  for  Women,  Infants,  and  Children 
at  7.25  million  individuals  monthly,  the  par¬ 
ticipation  level  projected  for  2001. 

Crop  insurance  reforms  in  the  2000  Agricul¬ 
tural  Risk  Protection  Act  (ARPA)  fulfill  the 
Administration’s  agenda  to  improve  crop  insur¬ 
ance  by  increasing  premium  subsidies  and 
educational  outreach,  encouraging  new  product 


development  and  improving  program  integrity. 
ARPA  will  add  $640  million  in  outlays  to 
the  crop  insurance  program  in  2001  and 
more  than  $7  billion  over  the  five-year  period 
from  2001  to  2005. 

The  Administration  will  also  propose  a 
targeted  tax  incentive  that  would  allow  farm¬ 
ers  and  ranchers  to  reserve  a  substantial 
percentage  of  their  net  farm  income  in  a 
tax  deferred  account  that  could  be  drawn 
on  during  economic  downturns  (Federal  Farm 
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Chart  16-1.  Department  of  Agriculture 

3.1%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  1 998  to  2002  include  disaster-related  funding.  In  200 1 ,  S795  million  of  disaster-related  funding  was  provided  for  emergency  fire 
suppression,  and  for  watershed,  flood  prevention,  and  conservation  needs.  For  2002,  such  funding  is  provided  through  the 
National  Emergency  Reserve,  an  unallocated  reserve  for  unforeseen  emergency  disaster  needs. 


and  Ranch  Risk  Management,  or  FFARRM, 
accounts). 

Redirected  Resources 

One-Time  Funding:  The  2002  Budget  pro¬ 
poses  to  eliminate  approximately  $1.1  billion 
of  one-time,  mostly  emergency,  funding.  This 
funding  was  provided  to  meet  short-term  2000 
and/or  2001  needs.  Specific  programs  elimi¬ 
nated  include  $109  million  for  emergency  pest 
suppression,  $235  million  for  rural  develop¬ 
ment  assistance,  $190  million  for  watershed 
and  flood  prevention  and  emergency  conserva¬ 
tion  protection  activities  needed  for  2000  and 
2001  disasters,  and  about  $600  million  in 
wildland  firefighting  expenses. 

Department  of  Agriculture  (USDA)  Re¬ 
search  Earmarks:  In  2001,  USDA  funded  ap¬ 
proximately  300  congressionally  earmarked 
projects  for  research,  education,  and  extension 
grants  to  land  grant  universities.  Earmarked 
research  is  not  subject  to  merit-based  selection 
processes,  therefore  these  projects  do  not  rep¬ 


resent  the  most  effective  use  of  limited  Federal 
funding  and  often  fail  to  address  national  pri¬ 
orities.  The  budget  proposes  to  eliminate  fund¬ 
ing  for  these  earmarks,  saving  taxpayers  about 
$150  million. 

Research  Facilities  Construction:  USDA 
needs  to  renovate  existing  research  facilities. 
At  the  same  time,  the  Department  is  contem¬ 
plating  expansions  to  these  existing  facilities 
and  the  construction  of  new  laboratories.  The 
budget  supports  critically  needed  renovation 
and  construction  while  reducing  funding  from 
the  2001  level  by  $44  million  as  the  Depart¬ 
ment  conducts  a  comprehensive  review  of  over¬ 
all  facility  needs. 

Rural  Telephone  Bank  (RTB):  USDA’s 
RTB  was  established  in  1972  to  provide  a  sup¬ 
plemental  source  of  credit  to  help  establish 
private  rural  telephone  companies.  The  RTB 
has  accomplished  its  mission.  Consequently,  no 
funding  is  provided  to  make  new  RTB  loans 
in  2002,  reducing  budget  authority  by  $3 
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million  from  2001  enacted  levels  and  the  loan 
level  by  $175  million.  Not  funding  new  loans 
should  generate  increased  member  and  bor¬ 
rower  support  for  statutorily  authorized  privat¬ 
ization. 

Completed  and  Reformed  Programs: 
Many  temporary  and  existing  USDA  programs 
have  completed  their  term  or  mission.  The 
2002  Budget  proposes  not  to  renew  these  pro¬ 
grams  or  address  their  goals  through  other  ex¬ 
isting  or  reformed  programs.  For  instance, 
pilot  programs  such  as  the  modular  housing 
demonstration  loans  program  are  not  renewed. 
Programs  that  have  goals  that  are  addressed 
in  other  areas,  such  as  the  Forestry  Incentives 
Program,  are  discontinued.  Programs  that 
have  successfully  completed  their  mission, 
such  as  the  brucellosis  eradication  programs, 
are  not  renewed. 

Potential  Reforms 

Reforming  USDA  Food  Aid  Programs: 
Title  I  of  Public  Law  480  (P.L.  480  Title  I) 
is  administered  by  USDA  and  is  one  of  several 
programs  that  provides  food  assistance  to  de¬ 
veloping  countries.  P.L.  480  Title  I  has  been 
criticized  as  being  ineffective.  The  Administra¬ 
tion  proposes  to  undertake  a  review  of  the 
Title  I  program  to  evaluate  its  continued  effec¬ 
tiveness  in  meeting  its  market  development 
objectives.  Most  Title  I  programs  are  carried 
out  through  bilateral  agreements  with  recipi¬ 
ent  country  governments,  even  though  the  na¬ 
ture  of  international  agricultural  trade  has 
been  changing  in  recent  years  with  a  much 
reduced  involvement  by  public  sector  entities 
and  greater  emphasis  on  private  sector  trans¬ 
actions.  Although  agreements  with  private 
trade  entities  are  authorized  under  the  Title 
I  program,  that  authority  has  been  used  only 
sparingly.  In  addition,  the  Title  I  program  will 
likely  need  to  be  evaluated  in  view  of  ongoing 
negotiations  on  international  agricultural  cred¬ 
it,  which  have  been  underway  under  the  aus¬ 
pices  of  the  Organization  for  Economic  Co¬ 
operation  and  Development.  The  Administra¬ 
tion’s  review  will  consider  these,  plus  other, 
factors  with  the  intention  of  developing  options 
for  program  modifications  and  reforms. 

The  Administration  will  also  review  the 
donation  of  surplus  U.S.  commodities  under 
the  authority  of  section  416(b)  of  the  Agricul¬ 


tural  Act  of  1949.  The  level  of  those  donations 
has  increased  markedly  since  1999,  and  some 
claim  the  program  may  be  depressing  U.S. 
commercial  sales.  It  is  now  appropriate  to 
evaluate  the  effects  of  the  donations  both 
domestically  and  overseas  and  the  decision¬ 
making  procedures  used  in  carrying  them 
out.  Among  other  things,  the  review  will 
consider  what  programmatic  objectives  are 
appropriate  for  section  416(b)  donation  activi¬ 
ties  and  the  future  availabilities  of  surplus 
U.S.  commodity  inventories. 

Reforming  Service  Delivery  in  USDA^s 
County  Offices:  In  the  early  1990s,  under  the 
previous  Bush  Administration,  an  effort  was 
begun  to  streamline  USDA’s  county  ofiice 
structure  to  improve  service  and  reduce  costs. 
Nearly  one-third  of  USDA’s  field  offices  have 
been  closed  since  that  time.  However,  there 
are  still  about  5,600  USDA  county-level  offices 
serving  one  million  farmers  (not  counting 
1,300  USDA  rural  development  offices  that 
serve  farmers  and  other  rural  residents).  The 
Department  will  review  the  efficiency  of 
USDA’s  remaining  field  office  structure,  recog¬ 
nizing  that  many  farmers  and  other  rural  cus¬ 
tomers  want  to  use  computers  and  fax  ma¬ 
chines  to  transact  business  with  USDA.  To 
meet  those  needs,  the  budget  includes  funds 
to  continue  efforts  to  streamline  and  mod¬ 
ernize  USDA’s  county  office  structure  through 
completion  of  a  common  computing  environ¬ 
ment  and  reengineering  the  way  USDA  con¬ 
ducts  business.  In  2002,  customers  will  be  able 
to  conduct  business  with  the  county-based 
agencies  electronically.  The  Administration  ex¬ 
pects  long-term  savings  and  improved  service 
from  merging  the  information  technology  serv¬ 
ices  of  the  three  county-based  agencies  (the 
Farm  Service  Agency,  the  Natural  Resources 
Conservation  Service,  and  Rural  Develop¬ 
ment). 

Streamlining  the  Forest  Servicers  Field 
Structure:  Consistent  with  recommendations 
of  the  National  Academy  of  Public  Administra¬ 
tors  and  the  General  Accounting  Office,  the 
Administration  will  review  and  start  to  imple¬ 
ment  streamlining  and  efficiency-enhancing 
measures  for  the  Forest  Service’s  field  struc¬ 
ture,  work  force,  and  administrative  operation 
to  get  more  resources  for  “on-the-ground”  ac¬ 
tivities.  Centralized  servicing  and  enterprise 
teams  will  be  evaluated  as  possible  ways  to 
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provide  additional  efficiency  savings.  Stream¬ 
lined  decision-making  and  an  emphasis  on  the 
forest-level  activities  would  establish  increased 
accountability  and  improved  decision  making 
for  the  Agency. 

Improving  Management  and  Financial 
Accountability:  The  Inspector  General  has 
identified  financial  management  as  a  top  man¬ 


agement  challenge.  USD  A  is  also  committed 
to  improving  the  financial  management  of  the 
Department.  USDA  will  develop  centralized 
and  integrated  management  information  sys¬ 
tems  to  provide  timely  and  reliable  information 
on  USDA's  finances,  people,  and  purchases. 
This  should  allow  the  Department  to  obtain 
a  clean  opinion  on  its  financial  statements  and 
improve  its  computer  security. 
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Highlights  of  2002  Funding 

•  Provides  continued  funding  for  core  Department  of  Commerce  activities. 

•  Provides  $83  million  of  new  funding  to  continue  procurement  of  an  advanced 
weather  satellite  system  being  developed  jointly  with  the  Department  of  De¬ 
fense. 

•  Increases  funding  for  the  collection  and  calculation  of  basic  economic  statis¬ 
tics  by  18  percent,  or  $9  million,  to  improve  key  measures  used  by  govern¬ 
ment  and  business  policy  makers. 

•  Reduces  funding  for  several  Commerce  programs,  particularly  those  that 
provide  subsidies  to  private  corporations  and  other  assistance  that  is  of  re¬ 
duced  priority. 

•  Suspends  new  funding  for  the  Advanced  Technology  Program,  pending  a  re- 
evaluation  of  the  program. 

•  Rescinds  $125  million  of  funding  from  the  Emergency  Steel  and  Oil  and  Gas 
Loan  Guarantee  programs  after  the  second  round  of  applications  is  funded. 

•  Reallocates  funding  within  the  National  Oceanic  and  Atmospheric  Adminis¬ 
tration  to  ensure  that  highest  priority  activities  are  fully  funded. 


The  President’s  Budget  provides  funding 
to  produce  economic  and  demographic  statis¬ 
tical  measures;  manage  rapidly  growing  patent 
and  trademark  applications;  develop  precise 
technical  measures  and  standards;  protect 
coastal  and  fisheries  resources  and  strengthen 
weather  and  climate  forecasting  abilities;  and 
support  trade  and  export  compliance  activities. 
At  the  same  time,  selective  reductions  in 
several  programs  are  proposed  to  trim  lower 
priority  subsidies  and  support. 

Initiatives 

Launching  a  New  Weather  Satellite: 
Within  the  more  than  $3  billion  budgeted  for 
the  Department’s  National  Oceanic  and  Atmos¬ 
pheric  Administration  (NOAA),  increased  fund¬ 
ing  of  $83  million  is  provided  to  continue  pro¬ 
curement  of  the  next  generation  of  weather 
satellites.  The  National  Polar-orbiting  Oper¬ 
ational  Environmental  Satellite  System,  which 
is  being  jointly  developed  with  the  Department 


of  Defense,  will  provide  advanced  measure¬ 
ments  to  benefit  both  near-term  weather  and 
longer-range  climatic  analyses. 

Improving  Governmental  Statistics:  The 
budget  also  provides  an  18  percent,  or  $9 
million,  increase  for  the  Bureau  of  Economic 
Analysis  which  is  responsible  for  measuring 
key  economic  indicators,  including  Gross 
Domestic  Product  and  related  trade  and  in¬ 
vestment  flows.  With  the  rapid  growth  of  elec¬ 
tronic  commerce  and  expanding  use  of  stock 
options  and  other  changes  associated  with  the 
new  economy  and  service  sectors,  investment 
in  Commerce’s  statistical  areas  is  essential  to 
providing  sound  data  for  policy  makers. 

Strengthening  Export  Licensing  and 
Patent  Licensing:  The  export  licensing 
activities  of  the  Bureau  of  Export  Administra¬ 
tion  will  be  strengthened  through  targeted 
investments.  The  program  level  of  the  Patent 
and  Trademark  Office  will  increase  by  almost 
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Chart  17-1.  Department  of  Commerce 

3.3%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  1999  and  2000  include  substantial  funding  for  the  2000  decennial  Census. 


10  percent,  to  help  address  its  growing 
workload. 

Redirected  Resources 

Reducing  Corporate  Subsidies:  The  budg¬ 
et  proposes  reductions  in  several  Commerce 
programs.  Generally,  these  programs  provide 
corporate  subsidies  or  other  lower  priority 
grants.  The  budget  proposes  to  end  the  Emer¬ 
gency  Steel  and  Oil  and  Gas  Loan  Guarantee 
programs  after  the  second  round  of  applica¬ 
tions.  Adequate  funds  would  remain  to  address 
pending  applicants  for  both  programs.  The  oil 
and  gas  program  was  created  when  oil  and 
gas  prices  were  far  below  current  levels,  and 
demand  for  this  program  has  been  particularly 
limited.  The  budget  also  suspends  funding  for 
the  Advanced  Technology  Program  (ATP), 
which  supports  research  and  development  ac¬ 
tivities  of  private  firms,  pending  a  reevaluation 
of  this  program.  New  ATP  awards  would  not 
be  made  in  2001  or  2002,  though  support  for 


ongoing  projects  would  be  continued  using  re¬ 
programmed  ATP  funds  from  2001. 

Other  Program  Reductions:  The  budget 
proposes  to  limit  funding  for  Economic  Devel¬ 
opment  Administration  grants  to  the  $335  mil¬ 
lion  level  authorized  by  law.  Several  realloca¬ 
tions  are  also  made  within  NOAA,  to  ensure 
that  funds  are  targeted  to  the  highest  priority 
environmental  needs.  Funding  is  eliminated 
for  the  Coastal  Impact  Assistance  Fund,  which 
overlaps  with  the  more  general  Coastal  Zone 
Management  Act  grant  program,  as  well  as 
a  number  of  unrequested  projects. 

Potential  Reforms 

While  the  Department  recently  received 
a  clean  opinion  on  its  1999  consolidated 
financial  statements,  auditors  have  reported 
a  material  weakness  in  the  Department’s 
financial  systems  due  to  a  lack  of  Department¬ 
wide  integrated  financial  systems,  which  is 
being  addressed.  In  addition,  the  Department 
is  engaged  in  a  careful  review  of  its  staffing, 
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with  the  goal  of  “de-layering”  unnecessary 
management  levels  and  reducing  lower  priority 
management  positions.  Commerce  will  con¬ 
tinue  its  improvements  in  information  tech¬ 
nology  procurement  which  currently  is  over 


$1  billion  annually.  The  Department  also 
expects  to  make  continued  improvements  in 
fisheries  management,  where  there  are  signifi¬ 
cant  resource  management  challenges  as  evi¬ 
denced  by  steep  declines  in  select  fish  stocks. 


18.  DEPARTMENT  OF  DEFENSE 


Highlights  of  2002  Funding 

To  signal  to  our  servicemen  and  women  our  renewed  respect,  the  President: 

•  Provides  an  additional  $1.4  billion  for  military  compensation  to  improve  qual¬ 
ity  of  life  and  reenlistment  and  retention  of  military  personnel. 

•  Increases,  by  $400  million,  funding  to  improve  the  quality  of  housing  for  mili¬ 
tary  personnel  and  their  families  and  to  decrease  out-of-pocket  housing-related 
expenses. 

•  Funds  new  and  expanded  benefits  for  our  over-65  military  retirees. 

To  emphasize  programs  that  provide  our  military  forces’  information  superiority, 
stealth,  speed,  precision,  agility,  mobility,  and  lethality  in  the  future,  the  President 
will  propose  a  $2.6  billion  initiative  in  research  and  development  for  missile  defense 
alternatives  and  new  technologies  to  support  the  transformation  of  U.S.  military  ca¬ 
pabilities. 

(Note:  The  Army  Corps  of  Engineers  Civil  Works  program  is  discussed  in  Chapter 
30.) 


Overview 

Today’s  military,  the  strongest  on  earth, 
faces  a  number  of  challenges  that  the  Presi¬ 
dent’s  2002  Budget  begins  to  address.  These 
include  assuring  that  military  personnel  are 
adequately  paid,  their  families  are  adequately 
housed,  and  they  receive  the  training  and 
equipment  needed  to  do  their  jobs.  Under 
the  framework  of  a  new  national  security 
strategy,  the  President  has  asked  the  Sec¬ 
retary  of  Defense  to  conduct  three  reviews. 

First,  the  President  believes  that  the  Na¬ 
tion’s  defense  strategy  should  drive  decisions 
on  defense  resources,  not  the  other  way 
around.  For  this  reason,  the  Secretary  of 
Defense  will  conduct  a  strategy  review  to 
create  a  vision  for  the  role  of  the  Nation’s 
military  in  the  21st  Century.  This  review 
will  examine  the  appropriate  national  security 
strategy,  force  structure,  and  budget  priorities. 
It  will  guide  future  decisions  on  military 
spending.  To  speculate  now  on  the  results 
of  this  strategy  review  could  compromise 
the  outcome.  Consequently,  the  Administration 


will  determine  final  2002  and  outyear  funding 
levels  only  when  the  review  is  complete. 

Second,  the  President  believes  America  must 
rethink  the  requirements  of  deterrence  in 
our  current  security  environment.  The  Presi¬ 
dent  proposes  to  maintain  the  lowest  number 
of  nuclear  weapons  consistent  with  our  present 
and  future  national  security  needs.  The  review 
will  also  identify  the  Nation’s  missile  defense 
needs. 

Third,  the  Administration  will  conduct  a 
review  of  the  overall  quality  of  life  for 
our  military  personnel. 

2002  Funding  Level:  The  2002  discre¬ 
tionary  budget  authority  level  for  the  Depart¬ 
ment  of  Defense  (DOD)  provides  an  increase 
of  $14.2  billion,  or  4.8  percent,  from  the  2001 
enacted  level  of  $296.3  billion.  This  funding 
increase  will  allow  DOD  to  address  its  most 
pressing  priorities.  These  include  relieving 
some  of  the  housing  problems  our  military 
troops  and  their  families  are  currently  facing, 
addressing  the  need  for  increased  military  pay, 
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Chart  18-1.  Department  of  Defense 

4.6%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


and  undertaking  a  thorough  review  of  research 
and  development  programs  to  determine  the 
most  promising  investments  for  the  future. 
The  budget  includes  more  than  $4  billion  as 
a  first  step  towards  achieving  these  initiatives. 
The  budget  proposes  the  transfer  of  the  Mari¬ 
time  Security  Program  and  associated  funding 
from  the  Maritime  Administration  to  DOD.  In 
addition,  the  budget  provides  $3.9  billion  for 
the  first  year  of  expanded  health  benefits  for 
over-65  military  retirees  recently  authorized 
by  Congress  in  the  2001  Defense  Authorization 
Act. 

Initiatives 

The  following  programs,  included  in  the 
budget,  reflect  the  President’s  highest  priority 
defense  initiatives. 

Military  Pay:  The  budget  provides  an  addi¬ 
tional  $0,4  billion  to  increase  the  military  pay 
raise  to  4.6  percent.  The  pay  raise  is  set  at 
the  Employment  Cost  Index  plus  0.5  percent. 
The  President  is  also  proposing  an  additional 


$1  billion  for  military  compensation  programs 
to  address  specific  recruiting  and  retention 
needs.  Increases  in  housing  allowances  will 
also  be  funded  to  reduce  service  members  out- 
of-pocket  expenses  for  housing. 

Research  &  Development  (R&D):  The 
budget  proposes  a  $2.6  billion  initiative  ($20 
billion  over  five  years)  to  fund  R&D  of  new 
technologies.  Among  areas  in  which  new  in¬ 
vestment  might  be  made  include:  leap-ahead 
technologies  for  new  weapons  and  intelligence 
systems;  improvements  to  the  laboratory  and 
test  range  infrastructure;  technologies  aimed 
at  reducing  the  costs  of  weapons  and  intel¬ 
ligence  systems;  efforts,  such  as  counter-ter¬ 
rorism  and  counter-proliferation  that  are  fo¬ 
cused  on  countering  unconventional  threats  to 
national  security;  and  funding  to  continue  re¬ 
search,  development,  and  testing  of  a  missile 
defense  program. 
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Military  Family  Housing:  The  budget  pro¬ 
vides  an  additional  $400  million  to  improve 
the  quality  of  housing  for  military  personnel 
and  their  families.  Programs  including  allow¬ 
ances  for  out-of-pocket  housing  costs,  new  con¬ 
struction,  renovation  of  existing  housing,  and 
privatization  will  all  be  considered. 

Potential  Reforms 

The  Administration  will  emphasize  several 
reforms  to  improve  the  efficiency  of  Defense 
operations. 

Competitive  Sourcing  and  Privatization: 
The  Administration  believes  that  the  Federal 
Government  should  seek  every  opportunity  to 
open  to  competition  functions  that  are  commer¬ 
cial  in  nature.  Studies  show  that  the  Govern¬ 
ment  can  achieve  significant  cost  savings 
through  increased  competition,  while  main¬ 
taining  services  of  comparable  quality.  The 
savings  can  be  used  by  the  military  services 
to  apply  more  resources  to  high  priority  pro¬ 
grams  identified  by  the  defense  strategy  re¬ 


view.  In  2002,  DOD  will  continue  its  efforts 
to  study  opportunities  for  outsourcing  and  pri¬ 
vatization  with  particular  emphasis  on  com¬ 
mercial  type  functions. 

Commercialization:  DOD  and  the  Intel¬ 
ligence  Community  can  become  even  more  effi¬ 
cient  through  greater  reliance  on  commercial 
products  and  services.  As  part  of  the  strategy 
review  requested  by  the  President,  DOD  will 
review  opportunities  to  expand  its  use  of  com¬ 
mercial  practices  and  products  that  will  facili¬ 
tate  the  modernization  of  our  military  forces. 

Base  Infrastructure  and  Closure:  DOD 
wastes  money  on  infrastructure  it  does  not 
need  and  its  authority  to  dispose  of  these  prop¬ 
erties  is  diminished  by  the  rules  and  regula¬ 
tions  that  now  govern  the  process.  The  Sec¬ 
retary  of  Defense  is  reviewing  the  current  force 
structure,  but  with  23  percent  in  estimated 
excess  infrastructure,  it  is  clear  that  new 
rounds  of  base  closures  will  be  necessary  to 
shape  the  military  more  efficiently. 


19.  DEPARTMENT  OF  EDUCATION 


Highlights  of  2002  Funding 

•  Provides  a  $4.6  billion,  or  11.5  percent,  increase  in  total  budget  authority  for 
the  Department  of  Education. 

•  Corrects  for  the  distortion  of  advance  appropriations,  provides  a  $2.5  billion,  or 
5.9  percent  increase,  for  Education  Department  programs,  the  highest  percent¬ 
age  increase  of  any  Cabinet  agency,  consistent  with  the  priority  the  President 
has  placed  on  education. 

•  Supports  a  $1.6  billion  increase  for  elementary  and  secondary  education  initia¬ 
tives  announced  as  part  of  the  President’s  No  Child  Left  Behind  proposal. 
These  reforms  will  result  in  increased  accountability  for  student  performance, 
reduced  bureaucracy  and  greater  flexibility,  a  focus  on  proven  programs,  and 
more  choices  to  empower  parents. 

•  Provides  a  $340  million  increase  in  key  elementary  and  secondary  education 
programs  in  other  Federal  agencies,  resulting  in  a  10-percent  increase  for  K-12 
initiatives. 


Initiatives 

Elementary  and  Secondary  Education: 
Today,  nearly  70  percent  of  inner  city  fourth 
graders  are  unable  to  read  at  a  basic  level 
on  national  reading  tests.  Our  high  school  sen¬ 
iors  trail  students  in  most  industrialized  na¬ 
tions  on  international  math  tests.  And  nearly 
a  third  of  our  college  freshmen  find  they  must 
take  a  remedial  course  before  they  are  able 
to  even  begin  regular  college  level  courses.  The 
President  is  proposing  a  bold  and  ambitious 
approach  to  build  a  culture  of  achievement  in 
elementary  and  secondary  education.  His  blue¬ 
print  for  reauthorizing  the  Elementary  and 
Secondary  Education  Act  places  accountability 
for  improved  achievement  at  the  center  of  K- 
12  reforms.  The  budget  provides  funds  to  de¬ 
velop  annual  assessments  of  students,  help 
States  establish  strong  accountability  systems, 
and  expand  State  participation  in  the  National 
Assessment  of  Education  Progress — the  Na¬ 
tion’s  Report  Card — so  that  parents,  teachers, 
and  policymakers  can  ensure  that  students  are 
improving. 


In  addition  to  focusing  on  accountability, 
the  President’s  Budget  will  build  a  solid 
foundation  for  learning  by  supporting  key 
elements  of  reform.  It  provides  nearly  $1 
billion  to  ensure  that  children  can  read 
when  they  enter  third  grade.  It  includes 
$2.6  billion  for  States  to  improve  teacher 
quality  through  high-quality  professional  de¬ 
velopment,  aggressive  recruitment,  and  inno¬ 
vative  retention  practices.  The  proposal  will 
enhance  school  choice  with  $150  million  to 
help  charter  schools  acquire,  construct,  or 
renovate  facilities  and  provides  alternatives 
for  children  in  chronically  failing  or  dangerous 
schools.  The  budget  also  increases  by  $62 
million  Impact  Aid  construction  assistance 
for  schools  serving  large  numbers  of  military 
dependents  or  Indian  children,  and  provides 
$25  million  for  character  education. 

The  President’s  Budget  increases  local  flexi¬ 
bility  by  streamlining  two  complementary 
programs — Safe  and  Drug-Free  Schools  and 
Communities  and  21st  Century  Community 
Learning  Centers — so  that  school  districts 
can  support  drug  and  violence  prevention 
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Chart  19-1.  Department  of  Education 

10.6%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  The  line  represents  a  gross  program  level,  which  adjusts  for  advance  appropriations  in  1999, 2000,  and  2001 . 


activities  as  well  as  after-school  programs 
in  safe,  enriched  environments.  It  also  reduces 
administrative  burden  by  streamlining  more 
than  a  half-dozen  education  technology  pro¬ 
grams  into  one  flexible  grant. 

To  provide  additional  funding  to  States 
to  meet  their  most  pressing  needs  in  elemen¬ 
tary  and  secondary  education — including  spe¬ 
cial  education — States  would  be  given  the 
flexibility  to  redirect  funds  previously  provided 
for  the  school  renovation  program,  first  funded 
at  $1.2  billion  in  2001. 

Higher  Education:  The  cornerstone  of  the 
Administration’s  higher  education  policy  is  an 
additional  $1  billion  for  Pell  Grants,  increasing 
the  maximum  award  for  all  students  to  provide 
more  need-based  grant  aid  to  low-income  col¬ 
lege  students.  Department  of  Education  fund¬ 
ing  for  Historically  Black  Colleges  and  Univer¬ 
sities,  Historically  Black  Graduate  Institu¬ 


tions,  and  Hispanic-Serving  Institutions  would 
increase  6.4  percent  over  2001  as  the  first  in¬ 
stallment  toward  the  President’s  goal  of  in¬ 
creasing  these  programs  30  percent  by  2005. 
The  budget  also  includes  a  mandatory-spend¬ 
ing  higher  education  initiative:  expanding  the 
existing  teacher  student  loan  forgiveness  pro¬ 
gram  to  provide  greater  benefits  for  math  and 
science  teachers. 

Disability  Programs:  The  budget  includes 
increased  funds  for  special  education  to  help 
States  and  school  districts  meet  their  obliga¬ 
tions  under  the  Individuals  with  Disabilities 
Education  Act.  As  part  of  the  President’s  New 
Freedom  Initiative,  the  Education  Depart¬ 
ment’s  budget  also  helps  individuals  with  dis¬ 
abilities  access  the  best  assistive  technologies 
of  today,  invests  in  research  and  development 
so  even  better  technologies  will  be  available 
in  the  future,  and  promotes  telecommuting  op¬ 
portunities  for  individuals  with  disabilities. 
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Redirected  Resources 

The  budget  proposes  to  redirect  resources 
previously  provided  for  school  renovation,  first 
funded  in  2001  at  $1.2  billion.  In  view 
of  the  need  to  provide  more  resources  for 
priority  programs,  the  budget  proposes  to 
allow  States  increased  flexibility  to  reallocate 
their  2001  funds  among  three  authorized 
activities:  special  education,  school  renovation, 
and  technology.  For  2002,  the  budget  proposes 
to  redirect  funds  to  help  States  meet  their 
most  pressing  needs,  including  special  edu¬ 
cation,  help  for  low-performing  schools,  and 
accountability  reforms. 

The  budget  realizes  $433  million  in  savings, 
to  be  redirected  to  higher  priorities,  by  dis¬ 
continuing  all  one-time  projects  from  2001 
and  eliminating  funding  for  short-term  activi¬ 
ties  whose  purposes  have  been  met. 

Potential  Reforms 

The  Department  of  Education’s  student  fi¬ 
nancial  assistance  programs  have  been  on 
the  General  Accounting  Office’s  High  Risk 
List  since  its  inception  in  1990.  In  the 
coming  year,  the  Department  will  work  to 
correct  longstanding  problems  in  its  financial 
management  and  student  aid  operations,  and 
will  seek  to  minimize  student  loan  defaults. 

Financial  Management:  Since  1996,  when 
independent  audits  were  first  required,  the  De¬ 
partment  has  received  only  one  clean  audit, 
and  that  was  in  1997.  Independent  audits  of 
the  Department’s  records  have  repeatedly 
found  major  financial  management  defi¬ 
ciencies.  These  failed  audits  indicate  a  poten¬ 
tial  for  improper  use  of  government  resources. 


Through  investments  in  updated  financial  re¬ 
porting  systems,  as  well  as  better  oversight 
and  other  management  improvements,  the  De¬ 
partment  expects  to  significantly  increase  the 
reliability  and  accuracy  of  its  financial  data. 
By  2002,  the  Department  will  have  imple¬ 
mented  and  launched  a  new  general  ledger 
system  and  asset  tracking  software  that  will 
address  many  of  the  Inspector  General’s  long¬ 
standing  concerns  about  Education’s  financial 
management.  These  changes  should  enable  the 
Department  to  earn  clean  audit  opinions  in 
the  future. 

Student  Aid  Management:  To  correct  pe¬ 
rennial  deficiencies  in  the  Department’s  stu¬ 
dent  aid  operations,  the  Higher  Education 
Amendments  of  1998  created  the  Federal  Gov¬ 
ernment’s  first  performance-based  organiza¬ 
tion,  with  the  goal  of  modernizing  student  aid 
delivery  and  management.  Student  aid  mod¬ 
ernization  is  dependent  on  better  use  of  effi¬ 
cient  technologies,  simplification  of  business 
processes,  and  seamless  coordination  with 
myriad  partners  in  the  higher  education  com¬ 
munity.  The  Administration  will  ensure  that 
the  more  than  $50  billion  in  annual  student 
aid  assistance  is  provided  in  a  timely  and  fi- 
nancially-prudent  manner. 

Default  Prevention:  Over  the  last  eight 
years,  outstanding  student  loan  defaults  have 
doubled  from  $12  billion  to  $25  billion,  result¬ 
ing  in  significant  costs  for  taxpayers.  During 
the  next  year,  the  Department  will  work  to 
minimize  loan  defaults  through  continued 
counseling  of  students  on  their  repayment  re¬ 
sponsibilities,  improved  early  identification  of 
problem  loans,  and  implementation  of  loan 
management  “best  practices.” 
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Highlights  of  2002  Funding 

•  Provides  $19.0  billion  in  2002,  $0.7  billion,  or  three  percent,  below  the  2001 
enacted  level  and  $1.2  billion,  seven  percent,  above  2000. 

•  Provides  a  $120  million  increase  for  the  low-income  home  Weatherization  As¬ 
sistance  Plan,  as  part  of  a  $1.4  billion  increase  over  10  years. 

•  Provides  for  new  and  extended  tax  credits  for  solar  and  renewable  fuels, 

•  Increases  funding  for  weapons  stockpile  stewardship  by  approximately  $275 
million  over  2001,  a  five-percent  increase. 

•  Restructures  the  coal  research  programs  with  industry  to  spend  more  than  $2 
billion  over  10  years  to  reduce  the  environmental  impact  of  using  coal  for  elec¬ 
tricity  generation. 

•  Beginning  in  2004,  dedicates  $1.2  billion  in  Arctic  National  Wildlife  Refuge 
(ANWR)  bid  bonuses  to  fund  increased  research  on  solar  and  renewable  energy 
technology  research  and  development  (R&D). 

•  Provides  $8  million  to  maintain  the  two-million-barrel  Northeast  Heating  Oil 
Reserve. 

•  Proposes  increasing  the  level  and  consistency  of  R&D  cost-sharing  require¬ 
ments  to  better  leverage  Federal  R&D  funds  and  to  keep  projects  more  focused 
on  real  market  needs. 


Initiatives 

Increase  Weatherization  Assistance 
Funding:  The  President  proposes  to  increase 
funding  for  the  low-income  home  Weatheriza¬ 
tion  Assistance  Program  (WAP)  by  $1,4  billion 
over  10  years,  roughly  doubling  the  spending 
during  that  period.  Consistent  with  that  com¬ 
mitment,  the  2002  Budget  will  include  a  $120 
million  increase  over  2001.  The  Department 
of  Energy  (DOE)  will  have  the  option  of  using 
a  portion  of  those  funds  to  test  improved  im¬ 
plementation  approaches  for  the  Weatheriza¬ 
tion  program. 

Restructure  the  Clean  Coal  Research 
Program:  Using  a  consortium  of  companies 
to  direct  research  funds  to  address  broad  in¬ 
dustry  issues,  a  restructured  “clean  coal”  re¬ 
search  program  will  spend  more  than  $2  bil¬ 
lion  over  10  years  for  technology  and  efficiency 


improvements  to  reduce  the  environmental  im¬ 
pact  of  the  use  of  coal.  All  projects  will  require 
cost  sharing  by  participants,  with  the  industry 
share  increasing  as  products  approach  com¬ 
mercialization. 

Strengthen  Stockpile  Stewardship:  The 
Stockpile  Stewardship  Program  maintains  our 
nuclear  arsenal.  The  program  is  an  essential 
safeguard  to  our  national  security  and  is  in 
significant  need  of  reform  and  repair.  The 
budget  increases  funding  for  activities  in  this 
area  by  five  percent  to  approximately  $5.3  bil¬ 
lion. 

Strengthen  Solar  and  Renewable  Energy 
Technology  Research  and  Development 
(R&D):  As  part  of  the  Administration’s  plan 
to  allow  oil  and  gas  drilling  in  a  small  part 
of  the  Arctic  National  Wildlife  Refuge  (ANWR) 
and  other  Federal  lands,  bonuses  paid  by  win- 
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Chart  20-1.  Department  of  Energy 

3.1%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


ning  ANWR  bidders,  up  to  $1.2  billion,  will 
be  set  aside  to  help  fund  enhanced  research 
on  alternative  energy  technologies.  Bidding  bo¬ 
nuses  are  estimated  to  be  received  in  2004. 

Give  Tax  Credits  for  Renewable  Energy 
and  Nuclear  Decommissioning:  To  further 
boost  incentives  for  private  sector  development 
and  use  of  renewable  energy,  the  Administra¬ 
tion  will  propose  to  extend  and  increase  tax 
credits  for  fuel  produced  from  renewable  re¬ 
sources,  as  well  as  a  tax  credit  for  rooftop  solar 
energy  equipment.  In  addition,  the  Adminis¬ 
tration  will  propose  to  modify  the  tax  treat¬ 
ment  of  nuclear  decommissioning  costs. 

Maintain  Northeast  Heating  Oil  Re¬ 
serve:  The  President’s  Budget  provides  $8  mil¬ 
lion  to  maintain  the  two-million-barrel  North¬ 
east  Heating  Oil  Reserve.  Operated  by  the  pri¬ 
vate  sector,  the  Reserve  helps  ensure  adequate 
supplies  of  heating  oil  in  the  event  that  colder 
than  normal  winters  occur  in  the  Northeastern 
United  States. 


Redirected  Resources 

doe’s  2001  enacted  funding  level  included 
significant  earmarks  or  directed-spending  ini¬ 
tiatives  that  were  not  assessed  as  part  of 
a  merit-based  or  peer  reviewed  process.  These 
projects  and  programs  often  address  lower 
priority  issues  or  are  not  of  national  interest. 
The  budget  does  not  fund  these  initiatives. 

The  Department  faces  major  challenges 
in  the  management  of  its  programs.  According 
to  historical  data  evaluated  by  the  General 
Accounting  Office,  less  than  10  percent  of 
major  programs  initiated  by  DOE  are  com¬ 
pleted  on  time  and  on  budget.  Almost  40 
percent  of  such  projects  are  never  even 
completed.  These  projects  extend  from  environ¬ 
mental  remediation  to  research  and  develop¬ 
ment. 

Management  in  general,  and  contract  man¬ 
agement  in  particular,  have  consistently  been 
listed  by  the  General  Accounting  Office  as 
high  risk  activities.  Project  and  contract  man- 
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agement  have  also  been  listed  by  the  Inspector 
General  as  top  management  challenges.  DOE 
intends  to  achieve  significant  savings  in  2002 
from  restructuring  and  reevaluating  the  per¬ 
formance  of  major  projects  across  the  Depart¬ 
ment  including  environmental  management 
and  science  projects.  In  addition,  research 
and  development  projects  that  subsidize  large 
companies  will  be  suspended  or  revisited 
to  determine  the  appropriate  role  of  the 
Department  and  private  sector. 

Potential  Reforms 

Reform  Procurement  and  Contracting: 

Many  of  DOE’s  contract  reform  goals  set  out 
in  1994  have  still  not  been  achieved.  DOE  will 
continue  efforts  to  improve  its  procurement 


systems,  through  which  it  allocates  over  85 
percent  of  its  annual  budget.  DOE  will  adopt 
best  commercial  practices  and  increase  per¬ 
formance-based  competitive  contracting. 

Implement  More  Consistent  and  Aggres¬ 
sive  Cost-Sharing  Requirements  for  Ap¬ 
plied  R&D:  DOE’S  applied  R&D  programs  fre¬ 
quently  require  industry  cost  sharing,  but  the 
requirements  vary  widely  from  program  to  pro¬ 
gram.  Subsidies  to  industry  average  50  percent 
and  exemptions  are  common.  Federal  R&D 
funds  could  be  better  leveraged  and  R&D 
projects  would  stay  more  focused  on  real  mar¬ 
ket  needs  if  the  level  and  consistency  of  cost¬ 
sharing  requirements  were  increased,  based  on 
an  existing  successful  model  developed  for  ad¬ 
vanced  automotive  R&D. 


21.  DEPARTMENT  OF  HEALTH  AND  HUMAN 

SERVICES 


Highlights  of  2002  Funding 

•  Provides  $156  billion  this  year  and  over  10  years  for  Medicare  reform,  includ¬ 
ing  an  integrated  prescription  drug  plan,  and  the  Immediate  Helping  Hand 
program  until  reform  is  implemented. 

•  Continues  the  effort  to  double  the  National  Institutes  of  Health  (NIH’s)  1998 
funding  level  in  five  years  by  increasing  NIH's  funding  by  $2.8  billion  over 
2001,  for  a  total  of  $23.1  billion  in  2002. 

•  Expands  the  delivery  of  primary  health  care  services  to  communities  that  lack 
health  care  access  by  providing  $1,293  million,  a  $124  million  increase,  for  the 
Community  and  Migrant  Health  Centers  Initiative. 

•  Increases  access  to  substance  abuse  treatment  services  and  works  to  close  the 
treatment  gap  by  providing  a  $100  million  increase  for  the  Substance  Abuse 
and  Mental  Health  Services  Administration  as  part  of  a  broader  $111  million 
initiative. 

•  Supports  families  by  funding  early  interventions  for  at-risk  families,  assisting 
parents  in  obtaining  after-school  child  care,  promoting  responsible  fatherhood, 
supporting  maternity  group  homes  for  teenage  mothers,  and  creating  incen¬ 
tives  for  stronger  public  private  partnerships  with  charitable  organizations. 

•  Addresses  the  neediest  health  professional  services  areas  by  highlighting  a  re¬ 
form  initiative  for  the  National  Health  Service  Corps  grants  through  targeted 
legislative  and  management  reforms. 

•  Targets  areas  of  health  risk  by  including  approximately  $400  million  for  exist¬ 
ing  activities  for  innovative  health  care  improvement  projects  in  State  and 
local  communities. 


Initiatives 

The  Department  of  Health  and  Human 
Services  (HHS)  is  charged  with  overseeing 
several  Administration  initiatives  summarized 
below.  More  detailed  information  on  these 
initiatives  can  be  found  in  Chapter  12, 
“Strengthen  Families”  and  Chapter  13,  “Invest 
in  Health  Care.” 

Doubling  Resources  for  the  National  In¬ 
stitutes  of  Health  (NIH):  The  2002  Budget 
includes  a  Presidential  initiative  to  double 
NIH^s  1998  funding  level  by  2003.  NIH  is 
working  to  meet  the  management  challenges 


that  can  arise  when  an  agency  receives  a  sub¬ 
stantial  infusion  of  resources  over  a  short  pe¬ 
riod  of  time.  NIH  is  in  the  process  of  identi¬ 
fying  strategies  and  policies  that  could  be  im¬ 
plemented  in  2002  and  2003  and  beyond  to 
maximize  budgetary  and  management  flexi¬ 
bility  in  the  future.  Such  strategies  could  in¬ 
clude  funding  the  total  costs  of  an  increasing 
number  of  new  grants  in  the  grant’s  first  year 
and  supporting  some  one-time  activities  such 
as  high-priority  construction  and  renovation 
projects. 


Ill 
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Chart  21-1.  Dept,  of  Health  and  Human  Services 

11.2%  Average  Program  Level  Annual  Growth,  1998-2002 
9.3%  Average  Annual  Growth  Excluding  NIH,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  2000  includes  an  advance  appropriation  of  $  1 .4  billion.  The  line  represents  the  funding  level  for  the  Dept,  of  Health  and 
Human  Services  excluding  funding  for  the  National  Institutes  of  Health. 


Strengthening  the  Health  Care  Safety 
Net:  To  strengthen  the  health  care  safety  net 
for  those  most  in  need,  the  budget  recommends 
a  $124  million  increase  for  Community  Health 
Centers.  This  increase  is  the  first  installment 
for  a  multi-year  initiative  to  increase  the  num¬ 
ber  of  community  health  center  sites  by  1,200. 
Community  Health  Centers,  which  are  a  crit¬ 
ical  component  of  the  American  health  care 
safety  net,  provide  health  care  services  to 
roughly  11  million  patients,  4.4  million  of 
whom  are  uninsured,  through  a  network  of 
over  3,000  community-based  health  care  center 
sites. 

Reforming  the  National  Health  Service 
Corps  (NHSC):  The  NHSC  management  re¬ 
form  will  examine  the  ratio  of  scholarships  to 
loan  repayments,  as  well  as  other  set-asides, 
to  provide  maximum  flexibility  in  placing 
NHSC  providers.  The  Administration  will  also 
seek  to  amend  the  Health  Professional  Short¬ 
age  Area  definition  to  reflect  other  non-physi¬ 
cian  providers  practicing  in  communities. 


which  will  enable  the  NHSC  to  more  accu¬ 
rately  define  shortage  areas  and  target  place¬ 
ments  better.  To  further  avoid  overlap  in  the 
provision  of  health  care,  HHS  will  enhance  its 
coordination  with  immigration  programs,  in¬ 
cluding  the  J-1  and  H-IC  visa  programs,  which 
review  applications  for  foreign  health  care  pro¬ 
viders  practicing  in  underserved  communities. 
The  NHSC  initiative  will  also  encourage  more 
health  care  professionals  to  participate  in  the 
NHSC  by  making  scholarship  funds  tax  free. 

Increasing  Access  to  Drug  Treatment: 
The  President  recommends  an  additional  $111 
million  to  increase  the  availability  of  substance 
abuse  treatment  services-  Included  in  this 
amount  is  $100  million  for  the  Substance 
Abuse  and  Mental  Health  Services  Adminis¬ 
tration  to  help  close  the  treatment  gap.  The 
increase  includes  $60  million  to  help  States 
finance  treatment  to  those  in  need  through  the 
Substance  Abuse  Block  Grant,  and  an  addi¬ 
tional  $40  million  will  be  made  available 
through  the  Targeted  Capacity  Expansion 
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grants  designed  to  support  a  rapid,  strategic 
response  to  emerging  trends  in  substance 
abuse. 

Supporting  the  Healthy  Communities  In¬ 
novation  Fund  Initiative:  HHS  will  allocate 
approximately  $400  million  in  2002  funding 
for  existing  grant  activity  for  innovations  at 
the  local  level,  including  programs  to  promote 
comprehensive  care  through  integrated  State 
health  care  delivery  systems  for  women  and 
children.  HHS  will  increase  coordination 
among  these  funds  to  ensure  that  the  best  and 
broadest  range  of  innovative  solutions  are 
funded  across  the  country. 

Promoting  Safe  and  Stable  Families:  The 
budget  proposes  funding  the  Promoting  Safe 
and  Stable  Families  program  at  $505  million 
in  2002,  a  $200  million  increase  over  the  2001 
level.  These  additional  resources  will  help 
States  keep  children  with  their  biological  fami¬ 
lies,  if  safe  and  appropriate,  or  to  place  chil¬ 
dren  with  adoptive  families.  The  budget  also 
includes  a  $60  million  increase  for  education 
and  training  vouchers  to  youth  who  age  out 
of  foster  care.  This  initiative,  which  would  be 
funded  through  the  Independent  Living  Pro¬ 
gram,  would  provide  vouchers  worth  up  to 
$5,000  for  education  or  training  to  help  these 
young  people  develop  skills  to  lead  inde¬ 
pendent  and  productive  lives. 

Creating  After  School  Certificates:  The 
President’s  Budget  creates  a  new  $400  million 
after  school  certificate  program  within  the 
Child  Care  and  Development  Block  Grant, 
raising  total  funding  to  $2.2  billion.  The  new 
program  would  provide  grants  to  States  to  as¬ 
sist  parents  in  obtaining  after-school  childcare 
with  a  high-quality  educational  focus. 

Promoting  Responsible  Fatherhood:  The 
budget  provides  $64  million  in  2002  ($315  mil¬ 
lion  over  five  years)  to  strengthen  the  role  of 
fathers  in  the  lives  of  families.  This  initiative 
will  provide  competitive  grants  to  faith-based 
and  community  organizations  that  help  unem¬ 
ployed  or  low-income  fathers  and  their  families 
avoid  or  leave  cash  welfare,  as  well  as  to  pro¬ 
grams  that  promote  successful  parenting  and 
strengthen  marriage.  The  initiative  also  funds 
projects  of  national  significance. 

Supporting  Maternity  Group  Homes:  The 
budget  recommends  providing  $33  million  in 


2002  for  maternity  group  homes,  which  are 
community-based,  adult-supervised  group 
homes  or  apartment  clusters  for  teenage  moth¬ 
ers  and  their  children.  The  homes  provide  safe, 
stable,  nurturing  environments  for  teenage 
mothers  and  their  children  who  cannot  live 
with  their  own  families  because  of  abuse,  ne¬ 
glect,  or  other  extenuating  circumstances. 

Encouraging  Compassion  and  Chari¬ 
table  Giving:  The  President  proposes  three 
initiatives  to  ensure  that  the  Federal  Govern¬ 
ment  plays  a  larger  role  in  providing  support 
to  charitable  organizations.  A  compassion  cap¬ 
ital  fund  will  provide  start-up  capital  and  oper¬ 
ating  funds  totaling  $67  million  in  2002  to 
qualified  charitable  organizations  that  wish  to 
expand  or  emulate  model  programs.  In  addi¬ 
tion,  a  $22  million  national  fund  will  support 
and  promote  research  on  ‘‘best  practices” 
among  charitable  organizations  in  2002.  Also, 
to  encourage  States  to  create  state  tax  credits 
for  contributions  to  designated  charities,  the 
budget  will  propose  legislation  to  allow  States 
to  use  Federal  Temporary  Assistance  for 
Needy  Families  funds  to  offset  revenue  losses. 

Providing  an  Immediate  Helping  Hand 
(IHH):  As  prescription  drugs  have  become  an 
integral  part  of  modern  medicine,  private 
health  insurance  in  the  United  States  has 
changed  to  incorporate  adequate  prescription 
drug  insurance.  Yet  Medicare  still  does  not 
provide  coverage  for  most  drugs  as  part  of  its 
benefit  package.  As  a  result,  about  three  in 
10  Medicare  beneficiaries  have  no  insurance 
coverage  for  prescription  drugs. 

To  renew  the  promise  made  to  our  seniors 
35  years  ago,  the  President  will  propose 
to  enact  the  IHH  prescription  drug  proposal. 
The  IHH  proposal  provides  for  immediate 
funding  to  States  to  allow  for  interim  prescrip¬ 
tion  drug  coverage  for  those  beneficiaries 
who  need  it  most.  This  immediate  assistance 
will  give  States  the  temporary  financial  sup¬ 
port  they  need  to  protect  beneficiaries  with 
limited  incomes  or  very  high  drug  expenses 
and  no  other  alternative  for  drug  coverage 
until  Medicare  reform  is  achieved. 

The  IHH  proposal  will  cover  the  full  cost 
of  drugs  for  individual  Medicare  beneficiaries 
with  incomes  up  to  $11,600  who  are  not 
eligible  for  Medicaid  or  a  comprehensive  pri¬ 
vate  retiree  benefit,  and  for  married  couples 
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with  incomes  up  to  $15,700  (135  percent 

of  poverty)  who  do  not  have  access  to  coverage. 
These  beneficiaries  would  receive  comprehen¬ 
sive  drug  insurance  for  no  premium,  and 
would  pay  a  nominal  charge  for  prescriptions. 
The  proposal  would  also  cover  part  of  the 
drug  costs  for  individual  Medicare  beneficiaries 
with  incomes  up  to  $15,000  and  married 

couples  with  incomes  up  to  $20,300  (175 
percent  of  poverty).  These  beneficiaries  would 
receive  subsidies  for  at  least  50  percent 
of  the  premium  of  high-quality  drug  coverage. 
The  IHH  proposal  would  also  provide  cata¬ 
strophic  drug  coverage  for  all  Medicare  bene¬ 
ficiaries,  giving  them  financial  security  against 
the  risk  of  very  high  out-of-pocket  prescription 
expenditures. 

The  IHH  proposal  would  begin  immediately. 
Unlike  other  plans,  IHH  builds  on  coverage 
that  is  available  in  over  half  the  States, 
and  under  consideration  in  almost  all  States. 
No  other  proposal  would  provide  interim 
access  to  drug  coverage  for  up  to  9.5  million 
of  the  most  vulnerable  Medicare  beneficiaries 
until  Medicare  reform  can  be  enacted.  This 
would  minimize  the  temporary  burden  on 
States.  IHH  is  100  percent  federally  funded, 
with  flexibility  in  how  States  can  choose 
to  establish  or  enhance  drug  coverage. 

Redirected  Resources 

To  moderate  the  large  discretionary  funding 
increases  that  HHS  has  received  in  recent 
years  and  to  build  a  budget  that  is  sustainable 
over  time,  the  budget  would  include  targeted 
reductions  in  several  programs. 

Health  Professions:  The  budget  rec¬ 
ommends  a  reduction  to  Health  Professions’ 
funding,  which  provides  training  grants  to  in¬ 
stitutions.  These  training  grants  were  created 
almost  forty  years  ago  when  a  physician  short¬ 
age  was  looming.  Today  a  physician  shortage 
no  longer  exists.  Moreover,  the  Federal  role 
is  questionable  in  this  area  given  that  these 
professions  are  well-paid  and  that  market 
forces  are  much  more  influential  in  deter¬ 
mining  supply.  To  reflect  changing  priorities, 
the  budget  will  recommend  focusing  resources 
on  the  Health  Professions’  grants  that  address 
current  health  workforce  supply  challenges, 
such  as  the  impending  nursing  shortage  and 
improving  diversity  in  the  health  professions. 


Community  Access  Program:  The  budget 
recommends  eliminating  the  $125  million  rel¬ 
atively  new,  categorical  Community  Access 
Program.  The  Administration  supports  policies 
for  integrating  health  care  services  and  giving 
States  greater  flexibility  to  merge  and  align 
health  care  delivery  through  existing  channels, 
such  as  Medicaid  waivers,  the  State  Children’s 
Health  Insurance  Program  (S-CHIP),  and  the 
Community  Health  Centers  Integrated  Serv¬ 
ices  Delivery  Initiative.  Further,  Community 
Health  Centers  and  Medicaid  are  effective  and 
proven  mechanisms  for  improving  access  to 
care  and  health  insurance  coverage  for  the  un¬ 
insured. 

Medicaid  Integrity:  The  Administration  is 
taking  initial  steps  to  further  address  the  Med¬ 
icaid  “upper  payment  limit”  loophole.  The  loop¬ 
hole  has  allowed  States  to  draw  down  billions 
of  dollars  in  Federal  reimbursement  for  hos¬ 
pitals  and  nursing  homes  without  any  assur¬ 
ances  that  these  payments  were  used  for  their 
intended  purpose.  Last  year,  the  106th  Con¬ 
gress  took  initial  steps  to  curb  the  financing 
abuses  associated  with  the  regulatory  loophole 
by  requiring  the  Health  Care  Financing  Ad¬ 
ministration  (HCFA)  to  publish  a  final  rule 
on  Medicaid  upper  payment  limits.  The  final 
rule,  however,  only  partially  addressed  the 
problem,  allowing  some  States  to  continue  the 
current  practice  for  years  and  to  expand  some 
loophole  arrangements  through  the  creation  of 
a  higher  upper  pa3ment  limit  for  non-State 
government-operated  hospitals.  Building  on  re¬ 
cent  congressional  and  regulatory  actions,  the 
Administration  proposes  to  prohibit  new  hos¬ 
pital  loophole  plans  approved  after  December 
31,  2000  from  receiving  the  higher  upper  pay¬ 
ment  limit  proposed  in  the  final  rule. 

Potential  Reforms 

Over  the  years,  HHS  has  evolved  into 
a  sprawling,  loosely  organized  bureaucracy 
as  program  after  program  has  been  added 
to  the  inventory  of  HHS  activities.  There 
have  been  more  than  20  new  programmatic 
activities  added  at  HHS  in  the  past  two 
years  alone.  HHS  spending  now  amounts 
to  over  20  percent  of  the  entire  Federal 
budget,  with  over  300  discrete  program  activi¬ 
ties  and  more  than  750  annual  performance 
goals.  Needless  to  say,  without  strong  central¬ 
ized  control  and  coordination,  some  HHS 
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activities  overlap,  duplicate  each  other,  and 
even  work  at  cross-purposes.  Below  are  just 
a  few  specific  areas  that  must  be  examined 
and  addressed.  In  addition  to  these,  HHS 
will  undertake  a  thorough  examination  across 
the  entire  Department  to  ensure  a  stream¬ 
lined,  rationalized  budget  and  program  struc¬ 
ture  that  will  operate  in  the  best  interests 
of  the  nation’s  health  and  welfare. 

Increasing  State  Flexibility  in  Public 
Health  Grants:  Excluding  NIH,  which  awards 
more  than  40,000  grants  per  year,  HHS  man¬ 
ages  more  than  70  discrete  public  health  grant 
activities  totaling  almost  $9  billion.  States  are 
eligible  to  receive  directly  at  least  75  percent 
of  these  funds.  Approximately  $4  billion  (44 
percent)  is  awarded  directly  to  States  through 
formula  grants,  and  almost  $3  billion  goes  di¬ 
rectly  to  States  through  four  block  grants.  The 
Administration  is  considering  increasing  State 
flexibility  to  address  its  public  health  needs 
through  expanded  transfer  authorities  and 
other  mechanisms  to  remove  barriers  to  effec¬ 
tive  targeting  of  public  health  resources  at  the 
State  and  local  level. 

Rationalizing  the  HHS-Wide  Research 
Agendcu  Besides  NIH,  eight  other  HHS  agen¬ 
cies  supported  over  $1.2  billion  of  public 
health,  health  services  and  policy  research  in 
2001.  In  light  of  the  initiative  to  double  fund¬ 
ing  for  NIH,  there  is  an  opportunity  now  to 
examine  the  HHS  health  research  portfolio  to 
streamline  management  of  the  research  agen¬ 
da,  identify  any  overlap  in  funding  for  similar 
research,  and  set  priorities.  Over  the  coming 
year,  HHS  will  examine  these  issues  closely 
and  develop  recommendations  for  reforming 
the  Department’s  health  research  activities.  In 
particular,  HHS  will  prioritize  its  research 
agenda  to  focus  on  activities  where  the  Federal 
mission  and  interests  are  clear,  and  focus  less 
on  research  that  is  more  traditionally  and  ap¬ 
propriately  supported  by  universities  and  other 
research  institutions.  In  addition,  the  Adminis¬ 
tration  plans  to  assess  other  areas  of  Feder¬ 
ally-supported  research  to  determine  if  funding 
of  this  research  may  need  greater  emphasis 
in  the  future  as  the  doubling  of  NIH  initiative 
is  achieved. 

Reforming  HFCA:  Concerns  about  HCFA’s 
management  capabilities  have  been  raised  in 
several  General  Accounting  Office  reports,  in¬ 


cluding  the  High  Risk  Series:  An  Update  (Jan¬ 
uary  2001)  and  Financial  Management:  Bil¬ 
lions  in  Improper  Payments  Continue  to  Re¬ 
quire  Attention  (October  2000).  HCFA  manage¬ 
ment  reform  is  an  Administration  priority. 
HCFA  will  undertake  a  major  effort  to  mod¬ 
ernize  and  streamline  its  operations  to  more 
effectively  manage  current  programs  and  im¬ 
plement  new  legislation.  In  particular,  HCFA’s 
role  in  a  modernized  Medicare  program  needs 
to  be  carefully  considered.  The  Administration 
intends  to  consider  fundamental  changes  in 
HCFA’s  mission  and  structure  as  part  of  this 
effort. 

Reforming  Medicaid  and  S-CHIP:  The 
Administration  will  encourage  the  purchase  of 
private  health  insurance  through  health  care 
tax  credits  and  other  proposals.  The  Adminis¬ 
tration  will  also  focus  over  the  next  few 
months  on  Medicaid  and  S-CHIP  and  rec¬ 
ommend  reforms  that  will  improve  the  way 
these  programs  provide  health  care  coverage 
to  the  poor  and  near-poor.  After  consulting 
with  the  States,  the  Administration  will  de¬ 
velop  ideas  to  increase  State  flexibility  and  en¬ 
sure  that  Medicaid  and  S-CHIP  are  being  ef¬ 
fectively  used  to  promote  health  insurance  cov¬ 
erage.  The  review  of  these  programs  will  em¬ 
phasize  giving  States  the  flexibility  to  use  pri¬ 
vate  insurance,  when  possible,  and  to  coordi¬ 
nate  with  employment-based  insurance  for 
those  who  have  access  to  it.  Also,  the  Adminis¬ 
tration  will  work  with  the  States  to  build  a 
systematic  approach  to  monitoring,  stabilizing, 
and  improving  insurance  coverage  through  re¬ 
forms  of  these  programs. 

Strengthening  Management  to  Improve 
Efficiency:  The  budget  will  propose  steps  to 
streamline  HHS’  decentralized  approach  to  de¬ 
partmental  management  with  the  goal  of 
enhancing  coordination,  eliminating  costly  du¬ 
plication  of  efforts,  and  developing  unified  ap¬ 
proaches  to  several  of  the  key  management 
challenges  facing  the  agency.  For  example,  the 
Department  will  move  toward  a  unified  finan¬ 
cial  management  system  to  streamline  ac¬ 
counting  operations  throughout  the  Depart¬ 
ment  and  consolidate  Department  level  finan¬ 
cial  reporting.  HHS  will  also  promote  a  De¬ 
partment-wide  information  technology  (IT)  sys¬ 
tem  design,  to  find  efficiencies  in  the  Depart¬ 
ment’s  current  internal  IT  spending  base  of 
$1.5  billion.  Additionally,  the  Department  will 
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also  review  opportunities  for  managing  and 
consolidating  similar  programs. 


22.  DEPARTMENT  OF  HOUSING  AND  URBAN 

DEVELOPMENT 


Highlights  of  2002  Funding 

•  Assists  over  130,000  low-income  families  with  the  down  payment  on  their  first 
home. 

•  Increases  the  number  of  community  technology  centers  in  high  poverty  neigh¬ 
borhoods. 

•  Renews  all  expiring  rental  subsidy  contracts,  which  protects  current  families. 

•  Provides  34,000  additional  low-income  families  with  housing  vouchers. 

•  Expands  the  number  of  jurisdictions  receiving  assistance  to  house  people  with 
AIDS. 

•  Continues  Community  Block  Grant  formula  funding  at  the  2001  level. 

•  Continues  to  reform  the  Section  8  program  by  implementing  measures  that 
improve  the  utilization  of  vouchers. 

•  Rehabilitates  or  constructs  100,000  homes  through  the  Renewing  the  Dream 
tax  credit. 

•  Provides  tax  credit  to  financial  institutions  that  match  private  Individual  De¬ 
velopment  Accounts  to  save  for  a  first  home,  start  a  business,  or  pay  for  edu¬ 
cation. 


Initiatives 

The  Down  Payment  Assistance  Initiative 
will  provide  $200  million  within  the  HOME 
Investment  Partnerships  Program  to  match 
down  payment  assistance  provided  by  third 
parties,  up  to  $1,500  per  family.  Funds 
will  be  administered  by  State  housing  finance 
agencies  and  each  year  help  over  130,000 
first-time  low-income  homebuyers. 

The  Community  Technology  Centers  Initia¬ 
tive  will  enhance  the  Department  of  Housing 
and  Urban  Development’s  (HUD’s)  Neighbor¬ 
hood  Networks  program  by  providing  $80 
million  in  competitive  grants  to  help  commu¬ 
nities  create  or  expand  technology  centers 
in  high  poverty  urban  communities. 

An  Improving  Access  Initiative  will  provide 
$20  million  in  competitive  grants  within  the 
Community  Development  Block  Grant  (CDBG) 


program  for  Americans  with  Disabilities  Act 
exempt  organizations  that  have  limited  re¬ 
sources,  including  civic  organizations  and  reli¬ 
giously  affiliated  service  providers,  to  make 
their  facilities  accessible  to  the  disabled. 

Redirected  Resources 

HUD  will  increase  housing  opportunities 
for  low-income  households  by  funding  34,000 
incremental  Section  8  housing  vouchers  and 
renewing  all  expiring  rental  subsidy  contracts. 
HUD  will  also  expand  funding  for  the  Housing 
Opportunities  for  People  with  AIDS  program. 
This  expansion  will  support  an  increase  in 
the  number  of  eligible  jurisdictions  based 
on  projections  of  AIDS  cases  by  the  Centers 
for  Disease  Control  without  reducing  funding 
for  other  jurisdictions.  Additional  funding  will 
be  provided  within  the  Lead  Hazard  Reduction 
program,  with  increased  private  sector 
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Chart  22-1.  Dept,  of  Housing  and  Urban  Development 

2.5%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note;  The  line  represents  program  level,  which  adjusts  for  an  advance  appropriation  of  $4.2  billion  in  2000, 

other  technical  changes,  and  offsetting  receipts.  1998  and  1999  have  been  adjusted  for  reclassification  of  Federal  Housing 
Administration  receipts. .  . . 


leveraging,  to  reduce  exposure  of  low-income 
children  to  lead-based  paint. 

The  Public  Housing  Capital  program  will 
decline  by  $700  million  relative  to  2001 
funding.  Full  funding  will  be  provided  for 
the  accrual  of  new  capital  needs  and  local 
Public  Housing  Authorities  will  be  encouraged 
to  use  more  than  $6  billion  in  unspent 
funds  to  reduce  the  backlog  of  needs.  In 
addition,  regulatory  tools  will  be  used  to 
address  distressed  public  housing  units  that 
represent  a  disproportionate  share  of  the 
backlog  of  capital  needs.  The  Public  Housing 
Operating  program  is  increased  by  $150  mil¬ 
lion,  in  part  to  cover  utility  rate  increases 
and  other  cost  increases  to  operate  public 
housing.  The  Public  Housing  Drug  Elimination 
program  is  terminated  because  the  program 
was  found  to  have  limited  impact,  the  same 
activities  are  eligible  under  the  Public  Housing 
Operating  and  Capital  programs,  and  regu¬ 
latory  tools  such  as  eviction  are  more  effective 
at  reducing  drug  activity  in  public  housing. 


Program  funds  will  be  redirected  to  other 
drug  prevention  efforts. 

The  Rural  Housing  and  Economic  Develop¬ 
ment  program,  which  began  in  1999,  is 
terminated  because  it  duplicates  several  pro¬ 
grams,  including  CDBG  and  those  of  the 
Department  of  Agriculture. 

A  new  Federal  Housing  Administration  hy¬ 
brid  adjustable-rate  mortgage  will  work  with 
proposed  tax  incentives  for  savings  and  pro¬ 
posed  tax  credits  for  rehabilitation  and  con¬ 
struction  of  homes  to  expand  homeownership, 
increase  housing  affordability,  and  strengthen 
established  neighborhoods.  The  premiums  for 
some  specialized  FHA  programs  (e.g.,  condo¬ 
minium,  rehabilitation,  and  multifamily  loans) 
are  to  be  increased  so  that  all  single-family 
FHA  borrowers  pay  the  same  premiums  and 
so  that  these  programs  operate  without  the 
need  for  subsidy. 
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Potential  Reforms 

Oversight  of  Local  Housing  Providers: 
Housing  assistance  is  delivered  through  thou¬ 
sands  of  local  intermediaries — public  housing 
agencies  and  private  property  owners.  Weak 
oversight  of  these  local  agents  has  reduced  the 
quality  of  housing  services  and  increased  costs, 
reducing  the  numbers  of  households  that  can 
be  aided.  HUD  will  improve  its  management 
rating  instruments,  making  them  more  out¬ 
come-oriented  rather  than  process-oriented 
and  making  other  revisions  as  recommended 
by  the  National  Academy  of  Public  Administra¬ 
tion  and  HUD’s  Inspector  General.  Using  the 
improved  instruments,  HUD  will  act  against 
intermediaries  who  violate  the  terms  of  their 
contract  with  HUD  as  demonstrated  by  failing 
scores  on  these  instruments.  Non-performing 
intermediaries  will  automatically  be  subject  to 
appropriate  remedial  action,  including  termi¬ 
nation  and  reassignment  of  contractual  obliga¬ 
tions. 

Overpayments  in  HUD’s  Rental  Assist¬ 
ance  Programs:  HUD  overpays  hundreds  of 
millions  of  dollars  in  low-income  rent  subsidies 
because  tenants’  incomes  are  underreported 
and  rents  are  improperly  calculated  or  not 
fully  collected.  Latest  estimates  show  substan¬ 
tial  overpayment  of  subsidies  in  HUD’s  rental 


assistance  programs,  including  public  housing 
and  Section  8  rental  assistance  programs. 
HUD  will  undertake  reforms  to  correct  these 
errors,  including  steps  to  ensure  that  local 
agencies  and  landlords  can  correctly  calculate 
rent  owed  based  on  program  rules,  full  imple¬ 
mentation  of  HUD’s  existing  authority  to 
match  tenant-reported  incomes  with  IRS 
records,  and  steps  to  ensure  that  local  housing 
agencies  report  tenant  characteristics  for  all 
assisted  households. 

FHA  Fraud  Reduction  and  Improved 
Program  Controls:  Inadequate  information 
systems  have  weakened  FHA’s  ability  to  mon¬ 
itor  lenders  that  use  its  guarantees  and  con¬ 
tributed  to  HUD’s  failure  to  obtain  a  clean 
opinion  from  its  auditors  in  1999.  A  fraudulent 
scheme  known  as  “property-flipping”  recently 
highlighted  internal  weaknesses  in  FHA’s  sin¬ 
gle-family  systems  and  controls.  To  combat  the 
scheme  last  year,  FHA  implemented  emer¬ 
gency  foreclosure  moratoria  to  protect  bor¬ 
rowers  in  areas  where  property  flipping  was 
prevalent.  FHA  will  strengthen  the  integrity 
of  internal  systems  and  controls  to  eliminate 
the  need  for  foreclosure  moratoria  or  other 
emergency  responses.  Actions  will  include  im¬ 
proving  the  loan  origination  process  and  pro¬ 
viding  better  monitoring  of  lenders  and  ap¬ 
praisers. 


23.  DEPARTMENT  OF  THE  INTERIOR 


Highlights  of  2002  Funding 

•  Fully  funds  the  Land  and  Water  Conservation  Fund  (LWCF)  at  $900  million 
in  2002,  the  highest  LWCF  budget  request  in  history. 

•  Provides  additional  resources  and  management  reform  support  to  eliminate 
the  deferred  maintenance  backlog  in  our  national  parks. 

•  Substantially  reduces  the  Bureau  of  Indian  Affairs’  school  repair  and  mainte¬ 
nance  backlog,  and  funds  replacement  of  six  dilapidated  schools  on  Indian  res¬ 
ervations — with  the  goal  of  eliminating  this  backlog  in  five  years. 

•  Continues  a  high  level  of  funding  for  the  wildland  fire  program  to  reduce  fire 
risk  and  minimize  the  damage  from  wildfires.  In  addition,  the  budget  proposes 
an  unallocated  National  Emergency  Reserve  for  unforseen  disaster  needs. 

•  Initiates  planning  and  studies  on  potential  oil  and  gas  leasing  in  the  Arctic 
National  Wildlife  Refuge  in  northern  Alaska  in  2004. 

•  Implements  five  recently  authorized  Indian  land  and  water  settlements  in 
California,  Colorado,  Michigan,  New  Mexico,  and  Utah. 


Initiatives 

The  2002  Budget  of  $9.8  billion  for  the 
Department  of  the  Interior  (DOI)  supports 
Administration  initiatives  to:  fully  fund  the 
Land  and  Water  Conservation  Fund  (LWCF) 
at  $900  million  starting  in  2002;  eliminate 
the  National  Park  Service  (NPS)  deferred 
maintenance  backlog  within  five  years  and 
implement  vital  management  reforms,  in  part 
by  directing  a  greater  percentage  of  existing 
user  fees  to  address  the  backlog;  increase 
NPS  science  funding  for  the  benefit  of  natural 
resource  protection;  and  continue  reducing 
the  Bureau  of  Indian  Affairs’  school  mainte¬ 
nance  backlog  in  addition  to  replacing  six 
schools. 

Redirected  Resources 

The  2002  Budget  provides  DOI  with  $9.8 
billion.  This  represents  a  four-percent  reduc¬ 
tion  below  2001  but  a  15-percent  increase 
(almost  $1.3  billion)  over  the  2000  level. 
This  level  also  continues  substantial  funding 
for  new  conservation  and  Native  American 


initiatives  and  is  consistent  with  a  reasonable 
rate  of  growth  based  on  historical  funding 
levels.  The  budget  allows  the  Department 
to  direct  resources  to  its  priorities,  including 
new  initiatives,  while  still  meeting  its  core 
responsibilities.  Funding  for  the  wildland  fire 
program  will  continue  at  a  level  113  percent 
above  comparable  2000  levels;  additional  funds 
will  also  be  available  for  energy  and  land 
use  planning  and  Indian  Trust  reform,  and 
funds  will  be  available  for  CALFED  (a  joint 
venture  to  improve  water  quality  in  the 
San  Francisco  Bay/Sacramento-San  Joaquin 
Delta  Estuary),  which  was  not  funded  in 
2001. 

The  largest  reductions  are  achieved  by 
not  repeating  one-time  emergency  and  other 
completed  or  non-recurring  items  in  2002. 
Among  the  decreases  proposed  for  Interior 
are  one-time  costs,  such  as  emergency  fire 
costs  (-$358  million),  and  programs  that 
have  been  completed,  such  as  the  Millennium 
Initiative  to  Save  America’s  Treasures  in 
the  NPS  (-$35  million).  Other  reductions 
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A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Chart  23-1.  Department  of  the  Interior 

5.0%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  1998  to  2002  include  disaster-related  funding.  In  2001,  $200  million  was  provided  for  emergency  fire  suppression.  For  2002,  such 
funding  is  provided  through  the  National  Emergency  Reserve,  an  unallocated  reserve  for  unforeseen  emergency  disaster  needs. 


will  be  achieved  through  streamlining  of 
existing  programs  and  management  reforms. 
It  is  expected  that  additional  savings  achieved 
through  management  reform  will  allow  the 
redirection  of  further  funding  to  core  DOI 
programs  and  new  initiatives.  Many 
unrequested  earmarks  are  also  proposed  to 
be  discontinued  in  2002. 

Potential  Reforms 

The  2002  Budget  assumes  several  significant 
DOI  management  reforms  to  enhance  effi¬ 
ciency  and  ensure  that  resources  are  spent 
effectively.  The  management  of  our  national 
parks  and  other  Federal  lands  has  been 
identified  as  a  high  risk  activity  by  the 
General  Accounting  Office  and  a  top  manage¬ 
ment  challenge  by  the  Inspector  General. 
For  instance,  in  the  past,  more  than  20 
percent  of  the  NFS  construction  budget  has 
been  used  to  construct  new  facilities  rather 
than  repair  existing  problems.  Today,  the 
NFS  has  accumulated  a  large  backlog  of 
maintenance  work.  To  address  the  deferred 
maintenance  backlog  on  facilities  in  the  Na¬ 


tional  Fark  System,  the  NFS  will  improve 
its  maintenance  management  system;  develop 
and  implement  a  better  process  to  prioritize 
maintenance  projects  for  funding  from  appro¬ 
priated  or  non- appropriated  funds;  focus  on 
managing  the  land  under  its  jurisdiction; 
and  enhance  its  partnerships  and  concessions 
programs.  These  reforms,  in  conjunction  with 
substantial  Federal  funding  in  the  2002  Budg¬ 
et,  will  ensure  that  the  maintenance  backlog 
for  National  Fark  facilities  will  be  eliminated 
over  five  years  in  a  cost-effective  manner. 

The  budget  also  proposes  to  better  target 
many  U.  S.  Geological  Survey  (USGS)  activi¬ 
ties.  The  self-stated  performance  goal  of  USGS 
is  “to  provide  science  for  a  changing  world.” 
DOI  is  examining  ways  to  focus  USGS  on 
providing  sound  science  to  support  the  Depart¬ 
ment’s  land  management  agencies  in  their 
decision-making  processes.  In  addition,  the 
budget  supports  ongoing  reforms  relating  to 
the  management  of  Indian  trust  funds  and 
assets  that  were  initiated  pursuant  to  the 
enactment  of  the  1994  Indian  Trust  Fund 
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Management  Reform  Act.  DOI  is  implementing  well  as  consolidating  small  ownership  interests 
new  land  records,  real  estate  appraisal,  leas-  in  Indian  trust  lands, 
ing,  and  probate  management  systems,  as 


24.  INTERNATIONAL  AFFAIRS  PROGRAMS 


Highlights  of  2002  Funding 

•  Supports  the  worldwide  operations  of  the  Department  of  State  and  provides 
new  resources  for  information  technology  and  human  resources  designed  to  im¬ 
prove  overseas  diplomatic  and  consular  activities. 

•  Extends  support  for  U.S.  efforts  to  stem  the  flow  of  cocaine  and  heroin  from 
Colombia  and  its  neighbors  and  to  increase  stability  in  the  Andean  region. 

•  Provides  increases  to  the  U.S.  Agency  for  International  Development  (USAID) 
for  activities  that  combat  global  HIV/AIDS  and  improve  primary  education  in 
Africa  and  other  parts  of  the  developing  world. 

•  Increases  military  assistance  to  Israel  to  help  meet  increases  in  defense  re¬ 
source  requirements  and  demonstrate  our  commitment  to  Israel’s  security. 

•  Fully  funds  all  2002  scheduled  payments  to  the  Multilateral  Development 
Banks  (MDBs). 

•  Provides  funds  that,  along  with  carryover  funds  from  2001,  fully  fund  the  U.S. 
commitment  to  help  finance  Heavily  Indebted  Poor  Country  (HIPC)  debt  re¬ 
duction  by  the  MDBs. 

•  Supports  multilateral  peacekeeping  initiatives  that  help  restore  and  maintain 
peace  around  the  world. 

•  Supports  continued  U.S.  efforts  to  remove  landmines  in  former  war-torn  coun¬ 
tries  that  ruin  lives  and  harm  or  destabilize  economies. 

•  Continues  efforts  to  halt  the  spread  of  weapons  of  mass  destruction  by  sup¬ 
porting  stronger  international  safeguards  on  civilian  nuclear  activity  and  by 
helping  other  countries  to  improve  their  controls  on  exports  of  potentially  dan¬ 
gerous  technology. 

•  Increases  funding  for  international  broadcasting  that  contributes  to  the  global 
free  flow  of  information  by  providing  accurate  information  on  world  and  local 
events  to  foreign  audiences. 

•  Extends  existing  trade  preference  legislation  (Generalized  System  of  Pref¬ 
erences  and  the  Andean  Trade  Preference  Act)  for  one  year  and  three  years, 
respectively. 


Initiatives 

Embassy  Security:  The  President’s  2002 
Budget  reaffirms  the  steadfast  commitment  to 
the  safety  and  security  of  the  men  and  women 
serving  our  Nation  overseas.  The  budget  in¬ 
cludes  $1.3  billion  to  address  infrastructure 
needs  including  the  construction  of  new,  secure 


facilities  and  to  improve  security  operations  in¬ 
cluding  additional  security  officers  essential  to 
the  prevention  and  deterrence  of  terrorist  at¬ 
tacks.  The  continued  engagement  and  leader¬ 
ship  of  the  United  States  in  international  af¬ 
fairs  will  not  be  diminished  by  the  actions  of 
terrorists  as  we  have  demonstrated  in  the 
wake  of  the  embassy  bombings  in  Nairobi  and 
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Chart  24-1.  International  Affairs  Programs 

6.2%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  1999  excludes  one-time  fiinding  for  the  International  Monetary  Fund.  Totals  do  not  include  P.L.  480  Title  II  food  aid, 
which  is  included  in  the  totals  for  the  Department  of  Agriculture. 


Dar  es  Salaam.  On  the  contrary,  it  only 
strengthens  our  resolve  to  advance  our  values 
and  U.S.  interests  throughout  the  world. 

Information  Technology  (IT):  The  2002 
Budget  presents  an  opportunity  to  reinvigorate 
efforts  to  expand  the  use  of  IT  in  foreign  af¬ 
fairs.  The  budget  includes  a  substantial  in¬ 
crease  for  investments  in  a  modernized  secure 
communications  capability  incorporating  new 
tools  and  applications,  opening  access  channels 
to  the  Internet  to  take  full  advantage  of  its 
information  and  communication  capabilities, 
and  sharing  information  among  agencies  in  the 
foreign  affairs  community. 

Assistance  for  Countemarcotics  Activi- 
ties:  The  2002  Budget  requests  funding  to 
maintain  and  expand  programs  begun  with 
$1.3  billion  in  the  2000  Emergency  Supple¬ 
mental  to  support  Plan  Colombia.  Colombia  is 
the  source  or  transit  point  of  90  percent  of 
the  cocaine  and  over  half  of  the  heroin  in  the 
United  States,  and  those  percentages  are  in¬ 


creasing.  Neighboring  countries,  such  as  Bo¬ 
livia  and  Peru,  have  conducted  effective  coca 
eradication  programs,  but  maintaining  their 
success  will  require  vigilance  and  U.S.  support. 
Any  successful  counterdrug  strategy  in  the  re¬ 
gion  must  include  funding  to  bring  greater  eco¬ 
nomic  and  political  stability  to  the  region  and 
a  peaceful  resolution  to  Colombia’s  internal 
conflict.  The  United  States  must  capitalize  on 
the  groundwork  of  programs  funded  thus  far 
including  the  expansion  of  Andean  eradication 
and  interdiction,  sustained  alternative  develop¬ 
ment  programs,  and  continued  attention  to  jus¬ 
tice  and  government  reform  initiatives.  The 
budget  also  requests  funding  for  Ecuador, 
Brazil,  Venezuela,  and  Panama,  under  this  ini¬ 
tiative  to  strengthen  their  efforts  to  control 
drug  production  and  the  drug  trade. 

Tropical  Forest  Initiative:  The  President 
is  committed  to  increase  resources  for  the  pro¬ 
tection  of  tropical  forests.  In  1998,  Congress 
passed  the  Tropical  Forest  Conservation  Act 
(TFCA).  The  President  supports,  and  the  2002 
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Budget  will  make  more  funds  available  for 
“debt-for-nature”  swaps  and  other  market-ori¬ 
ented  methods  authorized  under  the  TFCA  to 
protect  tropical  forests. 

Redirected  Resources 

Consistent  with  the  overall  effort  to  reduce 
subsidies  that  primarily  benefit  corporations 
rather  than  individuals,  the  international  af¬ 
fairs  budget  includes  savings  in  credit  subsidy 
funding  for  the  Export-Import  Bank  and 
the  Overseas  Private  Investment  Corporation 
(OPIC).  The  Export-Import  Bank  provides 
export  credits,  in  the  form  of  direct  loans 
or  loan  guarantees,  to  U.S.  exporters  who 
meet  basic  eligibility  criteria  and  who  request 
the  Bank’s  assistance.  The  budget  proposes 
savings  of  approximately  25  percent  in  Export- 
Import  Bank’s  credit  subsidy  requirements 
through  policy  changes  that  focus  the  Bank 
on  U.S.  exporters  who  truly  cannot  access 
private  financing,  as  well  as  through  lower 
estimates  of  international  risk  for  2002.  These 
changes  could  include  a  combination  of  in¬ 
creased  risk  sharing  with  the  private  sector, 
higher  user  fees  and  more  stringent  value- 
added  tests.  The  budget  also  eliminates  OPIC 
credit  subsidy  for  2002.  OPIC  has  been 
unable  to  spend  all  of  its  existing  subsidy 
budget  authority  in  any  of  the  past  two 
fiscal  years,  and  will  carry  enough  subsidy 
into  2002  to  fully  fund  .its  current  level 
of  credit  programs.  This  redirection  effort 
anticipates  that  the  role  of  the  Export-Import 
Bank  and  OPIC  will  become  more  focused 
on  correcting  market  imperfections  as  the 
private  sector’s  ability  to  bear  emerging  mar¬ 
ket  risks  becomes  larger,  more  sophisticated, 
and  more  efficient. 

Potential  Reforms 

De-layering  the  Bureaucracy  to  Promote 
Effective  Foreign  Policy:  American  foreign 
policy  can  be  made  more  effective  by  empow¬ 
ering  highly  talented  and  motivated  foreign 
policy  professionals.  The  Department  of  State 
will  empower  line  officers  at  the  center  of  for¬ 
eign  policy  by  using  their  expertise  and  reduc¬ 


ing  the  number  of  middle  management  posi¬ 
tions  that  complicate  lines  of  authority  within 
the  Department  and  hinder  the  development 
and  presentation  of  a  coherent  foreign  policy. 

Using  IT  More  Effectively:  The  Depart¬ 
ment  of  State  intends  to  make  full  use  of  all 
the  tools  of  the  ongoing  technology  and  infor¬ 
mation  revolution.  A  long-term  investment 
strategy  for  new  technology  is  necessary  to  ad¬ 
dress  the  many  needs  of  foreign  policy  profes¬ 
sionals.  The  Secretary  of  State  has  personally 
committed  to  transform  the  way  IT  is  used 
to  communicate,  gather,  and  share  information 
within  the  Department  and  the  2002  Budget 
is  the  initial  step  toward  that  goal. 

Reforming  Management  of  Human  Re¬ 
sources:  Current  personnel  policies  and  work 
force  planning  threaten  the  Department’s  abil¬ 
ity  to  recruit  and  retain  the  highest  possible 
caliber  work  force  to  meet  the  challenges  and 
opportunities  of  American  foreign  policy.  The 
Department  will  complete  a  comprehensive  ex¬ 
amination  of  current  and  future  workforce 
needs  to  ensure  that  it  is  prepared  for  the 
challenges  of  21st  Century  diplomacy.  The  De¬ 
partment  of  State  will  create  and  implement 
policies  to  ensure  that  it  recruits,  hires,  and 
retains  Foreign  and  Civil  service  officers  with 
the  right  skills  needed  to  fulfill  the  Depart¬ 
ment’s  strategic  and  performance  goals. 

Using  Best  Practices  in  Facilities  Man¬ 
agement:  A  safe  and  secure  work  environment 
that  supports  the  work  of  all  agencies  overseas 
is  essential  for  the  effective  promotion  of  U.S. 
national  interests.  The  organization  that 
builds  and  manages  American  overseas  facili¬ 
ties  must  be  committed  to  the  most  effective 
and  efficient  means  of  providing  top-flight 
service.  The  2002  Budget  provides  the  nec¬ 
essary  funding  to  make  this  happen.  The  De¬ 
partment  of  State  will  identify,  review  and 
change  as  necessary  business  processes  that 
are  not  consistent  with  the  best  practices  of 
private  industry  and  the  U.S.  Government.  It 
will  meet  the  secure  facility  needs  of  the  for¬ 
eign  affairs  community. 


25.  DEPARTMENT  OF  JUSTICE 


Highlights  of  2002  Funding 

•  Provides  the  first  installment  of  $100  million  in  a  five-year,  $500  million  effort, 
to  provide  quality  service  to  all  legal  immigrants,  citizens,  businesses,  and 
other  Immigration  and  Naturalization  Service  customers.  The  number  of  Bor¬ 
der  Patrol  agents  will  increase  by  1,140  over  two  service  years,  achieving  the 
authorized  level  of  5,000  new  agents. 

•  Includes  $3.5  billion  for  the  Federal  Bureau  of  Investigation  (FBI),  an  increase 
of  eight  percent  over  2001,  primarily  to  combat  terrorism  and  cybercrime 
through  a  combination  of  additional  personnel  and  the  development  and  de¬ 
ployment  of  new  technical  capabilities.  The  budget  also  includes  resources  for 
the  FBI  to  provide  security  support  for  the  2002  Winter  Olympics  in  Salt  Lake 
City. 

•  Proposes  $1.5  billion  for  the  Drug  Enforcement  Administration  (DEA),  an  in¬ 
crease  of  nine  percent  over  2001,  to  enhance  operational  support  programs  in¬ 
cluding  laboratory  services  and  DEA’s  office  automation  infrastructure,  which 
provides  agents  access  to  investigative  databases  and  other  automated  support 
systems. 

•  Provides  $4.7  billion  for  prisons,  an  eight  percent  increase  over  2001,  for  new 
prison  construction  and  activations,  as  well  as  additional  contract  bed  space, 
all  of  which  is  necessary  to  prevent  further  prison  system-wide  overcrowding — 
currently  at  34  percent,  up  from  25  percent  just  two  years  ago. 

•  Includes  $1.3  billion  for  the  U.S.  Attorneys,  an  increase  of  seven  percent  over 
2001,  primarily  to  combat  cybercrime  based  on  the  dramatic  growth  and  reli¬ 
ance  businesses  have  placed  on  the  Internet.  The  budget  also  includes  re¬ 
sources  for  the  U.S.  Attorneys  to  handle  an  overload  of  habeas  corpus  cases. 


Initiatives 

The  budget  funds  nine  Presidential  initia¬ 
tives  ($395  million)  and  related  enhancements 
for  immigration,  prisons,  and  drug  enforce¬ 
ment. 

Immigration:  The  Administration  proposes 
a  five-year,  $500  million  initiative  to  obtain 
a  universal  six-month  processing  standard  for 
all  immigration  applications  and  petitions. 
This  funding  will  provide  additional  personnel, 
employee  performance  incentives,  and  re¬ 
sources  to  make  customer  satisfaction  a  pri¬ 
ority.  In  addition,  the  Administration  proposes 
$75  million  to  fund  570  new  Border  Patrol 


agents  in  both  2002  and  2003.  With  the  hiring 
of  these  new  agents,  it  is  estimated  that  about 
11,000  agents  will  be  deployed  along  the  Na¬ 
tion’s  Northern  and  Southern  borders.  The 
budget  also  requests  $20  million  to  fund  intru¬ 
sion  detection  technology  including  high-reso¬ 
lution  color  and  infrared  cameras  and  state- 
of-the-art  command  centers.  An  additional  $7 
million  would  also  be  provided  to  establish  in¬ 
telligence  units  along  the  Northern  and  South¬ 
west  borders  to  protect  against  terrorist 
threats. 

Prisons:  The  budget  includes  $821  million 
for  prison  construction,  modernization,  and 
bringing  newly  built  prisons  into  operating 
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Chart  25-1.  Department  of  Justice 

4.4%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  Program  levels  for  2000  through  2002  do  not  reflect  delays  in  spending  from  the  Crime  Victims  Fund. 
Adjusted  program  levels  would  be  SI 8.3  billion,  S20.4  billion,  and  S19.9  billion,  respectively. 


service,  and  for  contract  bed  space  to  prevent 
dangerous  levels  of  overcrowding  in  Federal 
prisons.  In  addition,  the  budget  includes  $5 
million  to  establish  a  faith-based,  prison  pre¬ 
release  pilot  program.  The  pilot  will  be  hosted 
at  four  Federal  prisons  that  are  geographically 
diverse,  encompass  varying  levels  of  security, 
and  include  both  male  and  female  inmate  pop¬ 
ulations.  The  goal  of  the  initiative  is  to  reduce 
the  rate  that  ex-offenders  are  returned  to  pris¬ 
on,  The  budget  also  includes  $140  million  to 
support  additional  detention  beds  to  keep  pace 
with  the  growth  in  criminal  and  alien  detainee 
population. 

Drug  Enforcement:  The  budget  includes 
funding  for  reimbursing  localities  for  costs  as¬ 
sociated  with  drug  prosecutions  along  the 
Southwest  Border;  assistance  to  State  and 
local  law  enforcement  agencies  for  the  clean 
up  of  methamphetamine  labs;  and  would  main¬ 
tain  funding  for  drug  courts  at  historically 
high  2001  enacted  levels. 


Redirected  Resources 

Justice’s  State  and  local  grant  assistance 
programs  have  grown  over  five-fold  since 
1992,  reaching  $4.6  billion  in  2001,  spread 
across  over  60  programs  of  varying  size. 
The  2002  Budget  proposes  redirecting  $1.5 
billion  from  programs  that  have  accomplished 
their  initial  objective,  have  been  awarded 
on  a  non-competitive  basis  through  legislative 
action,  or  are  otherwise  of  questionable  merit. 
The  reallocation  will  permit  increases  for 
Federal  law  enforcement  agency  priorities, 
as  well  as  for  selected  State  and  local  grants, 
including  Violence  Against  Women  Act  pro¬ 
grams,  Weed  and  Seed  crime  prevention, 
projects  Child  Safe  and  Sentry,  drug  treatment 
at  State  prisons,  and  targeted  local  prosecutor 
initiatives. 

Potential  Reforms 

The  Department  of  Justice  faces  financial, 
performance,  and  accountability  challenges  in 
a  number  of  areas. 
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The  Administration  is  committed  to  building 
and  maintaining  an  immigration  services  sys¬ 
tem  that  ensures  integrity,  provides  services 
accurately  and  in  a  timely  manner,  and 
emphasizes  a  culture  of  respect.  It  often 
takes  INS  three  years  or  more  to  process 
some  immigration  applications  and  petitions. 
As  mentioned  above,  to  improve  the  focus 
of  the  INS  on  service  and  to  reduce  the 
processing  delays,  the  Administration  proposes 
a  universal  six-month  standard  for  processing 
all  immigration  applications  and  petitions. 


The  Administration  is  also  committed  to 
addressing  systemic  problems  in  INS,  particu¬ 
larly  those  related  to  INS’  dual  missions 
of  service  and  enforcement.  To  avoid  internal 
conflict  of  mission,  the  Administration  pro¬ 
poses  restructuring  and  splitting  the  INS 
into  two  agencies  with  separate  chains  of 
command  and  accountability,  reporting  to  a 
single  policy  leader  in  the  Department  of 
Justice. 
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Highlights  of  2002  Funding 

•  Maintains  labor  law  enforcement  agencies  at  their  2001  levels,  with  a  renewed 
emphasis  on  compliance  assistance. 

•  Provides  over  $5  billion  to  support  the  Department  of  Labor’s  (DOL’s)  youth 
and  adult  training  activities,  offering  services  to  over  two  million  participants. 

•  Nearly  doubles  funding  for  the  Office  of  Disability  Employment  Policy. 

•  Allows  targeted  investments  in  DOL’s  information  technology  infrastructure  to 
enhance  customer  service  and  outreach. 


Initiatives 

Nearly  Doubles  Funding  for  the  Newly 
Created  Office  of  Disability  Employment 
Policy:  A  $20  million  increase  would  com- 
plement  the  Administration’s  New  Freedom 
Initiative,  allowing  the  Office  of  Disability  Em¬ 
ployment  Policy  to  undertake  new  activities  to 
integrate  individuals  with  disabilities  into  the 
work  force.  The  Office  will  facilitate  change 
in  policies  and  practices  that  will  result  in 
higher  numbers  of  individuals  with  disabilities 
employed  in  the  competitive  labor  market. 

Redirected  Resources 

The  2002  Budget  reallocates  resources  from 
lower-priority  and  duplicative  activities  to 
areas  where  there  are  demonstrated  needs. 
Specifically,  the  budget  would: 

Boost  DOUs  Central  Information  Tech- 
nology  (IT)  Fund:  The  budget  maintains  com¬ 
pliance  with  the  Clinger-Cohen  Act,  meets  IT 
architecture  requirements,  ensures  IT  security, 
and  addresses  related  capital  investment 
needs.  Continued  investments  in  this  area  will 
expand  communication  capabilities,  improve 
service  delivery,  and  increase  access  to  infor¬ 
mation  for  people  with  disabilities. 

Establish  Federal  Employees^  Compensa¬ 
tion  Act  Administrative  Surcharge:  Estab¬ 
lish  an  administrative  surcharge  on  the 
amount  billed  to  Federal  agencies  for  workers’ 


compensation  benefits,  financing  DOL’s  pro¬ 
gram  administration  expenses  and  boosting 
agencies’  incentives  to  improve  the  safety  of 
their  workplaces. 

Redirect  Certain  Targeted  Job  Training 
Programs:  The  budget  supports  a  sustained 
effort  in  core  job  training  programs.  Individ¬ 
uals  served  through  these  targeted  job  training 
programs  could  be  served  through  the  youth 
and  adult  programs.  In  the  case  of  Incumbent 
Workers,  for  example,  States  can  currently  use 
Federal  training  funds  for  incumbent  worker 
projects. 

Concentrate  Funding  on  Problems  Here 
at  Home:  DOL’s  priority  must  be  workers  here 
at  home.  The  budget  maintains  international 
labor  activities  at  2000  levels. 

Potential  Reforms 

The  Department’s  Inspector  General  (IG) 
has  identified  a  number  of  areas  where 
progress  is  needed  and  the  Department  will 
continue  to  address  other  management  needs. 

Protection  of  Worker  Benefit  Funds:  The 
Department  oversees  several  programs  that 
provide  benefits  to  workers,  such  as  the  Unem- 
plo3rment  Insurance,  Black  Lung  Benefits,  and 
Federal  Employees’  Compensation  Act  pro¬ 
grams.  The  IG  continues  to  be  concerned  about 
the  ease  with  which  these  programs  can  be 
defrauded  by  claimants  and  medical  providers. 
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A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Chart  26-1.  Department  of  Labor 

1.3%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  2000  includes  an  advance  appropriation  of  S2.5  billion. 


as  well  as  other  weaknesses  that  can  lead  to 
waste  of  program  funds. 

Foreign  Labor  Certification:  The  IG  con¬ 
tinues  to  identify  fraud  in  the  labor  certifi¬ 
cation  programs  such  as  the  filing  of  fraudu¬ 
lent  petitions  on  behalf  of  fictitious  companies 
and  petitions  filed  for  legitimate  companies 
without  their  knowledge  or  permission.  Based 
on  its  investigative  and  audit  work,  the  IG 
remains  concerned  about  the  potential  for  in¬ 
creased  fraud  in  this  area. 

Performance  Accountability  of  Grants: 
DOUs  administration  of  roughly  $9  billion  in 
grant  funds  continues  to  be  an  area  of  concern. 
DOL  needs  to  ensure  that  all  grantee  cost  re¬ 
ports  are  entered  in  a  timely  manner  into  the 
Department’s  financial  system  to  ensure  ac¬ 
countability  over  the  billions  of  dollars  in¬ 
volved,  and  more  attention  to  grant  manage¬ 
ment  is  needed  in  such  program  areas  a  Youth 
Opportunity,  Welfare-to-Work,  and  Child 
Labor  programs. 


Alien  Labor  Certification  (ALC)  Pro¬ 
gram  Reform:  DOL  will  complete  the  develop¬ 
ment  of  a  streamlined  adjudication  process  for 
permanent  ALC  applications.  Changes  to  the 
program  include  moving  to  an  employer  attes¬ 
tation  process,  eliminating  State  processing, 
centralizing  Federal  processing,  and  imple¬ 
menting  an  audit  function.  DOL  plans  to  move 
expeditiously  on  implementing  the  reformed 
adjudication  system. 

Compliance  Assistance  Efforts:  In  recent 
years,  DOL  has  expanded  its  efforts  to  develop 
and  use  non-enforcement  tools  (e.g.,  consulta¬ 
tion,  electronic  advisors)  to  help  achieve  com¬ 
pliance  with  workplace  laws  and  regulations. 
DOL  will  continue  to  explore  the  use  of  tech¬ 
nology  (such  as  the  Internet,  interactive  elec¬ 
tronic  advisors,  and  distance  learning)  and  re¬ 
lated  interventions  to  improve  and  expand  the 
reach  of  its  compliance  assistance. 
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Energy  Employees^  Occupational  Illness 
Compensation  Program:  DOL  faces  a  signifi¬ 
cant  challenge  in  the  implementation  of  the 
Energy  Employees’  Occupational  Illness  Com¬ 
pensation  Program,  which  is  set  to  begin  on 


July  31,  2001.  DOL  will  continue  to  work  with 
the  Departments  of  Health  and  Human  Serv¬ 
ices,  Energy,  and  Justice  to  ensure  the  pro¬ 
gram’s  efficient  operation. 


27.  DEPARTMENT  OF  TRANSPORTATION 


Highlights  of  2002  Funding 

•  Provides  full  funding  of  the  Highway  ‘‘guarantee”  level  of  $32.3  billion,  $2.1 
billion  above  the  2001  enacted  level,  to  support  state  and  local  highway  and 
bridge  improvements.  This  funding  level  includes  $145  million  for  the  Presi¬ 
dent’s  New  Freedom  Initiative  to  ensure  transportation  alternatives  are  avail¬ 
able  for  the  disabled  and  increases  research  and  development  funding  to  sup¬ 
port  congestion  reduction  technology  initiatives. 

•  Includes  full  funding  of  the  Mass  Transit  “guarantee”  level  of  $6.7  billion,  $486 
million  above  the  2001  enacted  level,  to  expand  mass  transit  programs, 

•  Provides  full  funding  for  the  Aviation  “firewall”  level  of  $13.3  billion,  $725  mil¬ 
lion  above  the  2001  enacted  level,  to  meet  the  Federal  Aviation  Administra¬ 
tion’s  operating,  safety  and  security  responsibilities  and  to  minimize  air  traffic 
delays  and  modernize  the  air  traffic  system. 

•  Proposes  $5.1  billion  for  the  Coast  Guard,  $545  million  above  2001  enacted,  to 
support  operational  requirements  and  begin  rebuilding  the  Coast  Guard’s 
aging  fleet  of  ships  and  aircraft. 

•  Provides  $521  million  for  Amtrak  capital  programs— a  funding  level  that  sup¬ 
ports  the  railroad’s  glidepath  to  achieve  operational  self-sufficiency. 


Initiatives 

Highway^  Transit,  and  Aviation  Fund¬ 
ing:  The  President’s  Budget  seeks  to  fully  fund 
the  guarantee  levels  provided  for  highway  and 
mass  transportation  under  the  Transportation 
Equity  Act  for  the  21st  Century  and  for  the 
Federal  Aviation  Administration’s  operating 
and  capital  programs  under  the  Aviation  In¬ 
vestment  and  Reform  Act  for  the  21st  Century. 
Both  acts  provide  substantial  additional  assist¬ 
ance  to  ensure  an  appropriate  level  of  contin¬ 
ued  investment  in  the  Nation’s  roads,  bridges, 
transit  systems,  airports  and  air  traffic  control 
systems. 

Drug  Interdiction:  The  President’s  Budget 
seeks  to  fully  fund  the  authorizations  of  the 
Western  Hemisphere  Drug  Elimination  Act. 
Enacted  in  1999,  this  Act  targeted  resources 
to  enhance  source  and  transit  country  coverage 
and  authorized  funding  for  Coast  Guard  cut¬ 
ters,  patrol  vessels  and  air  support  for  counter¬ 


narcotics  efforts.  The  budget  provides  $243 
million  in  additional  funding  under  this  initia¬ 
tive  for  the  acquisition,  construction,  and  im¬ 
provement  of  ships,  planes,  and  equipment  to 
enhance  interdiction  efforts  and  to  replace 
Coast  Guard’s  aging  fleet  of  ships  and  aircraft. 

New  Freedom  Initiative:  The  budget  funds 
two  new  programs  totaling  $145  million  as 
part  of  the  President’s  New  Freedom  Initiative: 

•  Pilot  Programs  for  Innovative  Transpor¬ 
tation  provides  $45  million  to  promote  in¬ 
novative  transportation  solutions  for  peo¬ 
ple  with  disabilities.  The  selected  pilots, 
run  by  State  or  local  governments  in  re¬ 
gional,  urban,  and  rural  areas,  will  be 
evaluated  after  three  years  with  the  suc¬ 
cessful  initiatives  expanded  to  other  areas. 

•  Matching  Grants  for  Alternative  Transpor¬ 
tation  provides  $100  million  in  competitive 
matching  grants  to  promote  access  to  al¬ 
ternative  methods  of  transportation.  The 
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Chart  27-1.  Department  of  Transportation 

7.6%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budgetary  rcsources/budgct  authority  in  billions  of  dollars 


obligation  limitations. 


funds  will  aid  community-based  organiza¬ 
tions  that  seek  to  integrate  Americans 
with  disabilities  into  the  workforce.  The 
funds  will  go  toward  the  purchase  and  op¬ 
eration  of  specialty  vans,  assisting  people 
with  down  pa3anent  or  costs  associated 
with  accessible  vehicles,  and  extending  the 
use  of  existing  transportation  resources. 

Redirected  Resources 

Unrequested  Projects  and  One-time  Re¬ 
ductions:  The  2001  appropriations  acts  in¬ 
cluded  over  90  unrequested  projects  and  ear¬ 
marked  funding  totaling  over  $1  billion  outside 
of  the  funding  guarantee  levels.  The  Presi¬ 
dent's  Budget  does  not  propose  to  repeat  one¬ 
time  special  projects. 

Ship  Construction  and  Shipyard  Mod¬ 
ernization:  In  an  effort  to  trim  corporate  sub¬ 
sidies,  the  President’s  Budget  seeks  no  new 
funding  for  the  Maritime  Guarantee  Loan  Sub¬ 
sidy  Program  (Title  XI).  This  program  provides 
loan  guarantees  at  low-rates  and  for  extended- 


terms  for  the  ship  building  industry  and  for 
shipyard  modernization. 

Transportation  User  Fees:  To  ensure  that 
users  pay  for  specialized  services  or  Govern¬ 
ment  support,  the  budget  assumes  that  $75 
million  will  be  raised  from  new  user  fees  to 
offset  the  costs  associated  with  the  regulation 
of  the  transportation  of  hazardous  materials, 
expanded  Federal  inspection  of  the  Nation’s 
over  two  million  miles  of  pipeline,  and  support 
the  railroad  safety  inspection  program. 

Potential  Reforms 

Aviation:  The  Administration  is  extremely 
concerned  about  delays  in  the  National  Air¬ 
space  system  and  management  problems  with¬ 
in  the  Federal  Aviation  Administration  (FAA). 
The  time  has  come  to  implement  urgently 
needed  management  reforms.  The  Administra¬ 
tion  supports  efforts  to  institute  improved 
business  practices,  organizational  changes,  and 
market-oriented  techniques  to  strengthen 
FAA’s  operations  and  reduce  system  delays. 
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recognizing  the  role  of  airlines  and  airports. 
As  part  of  this  effort,  the  Administration  will 
work  with  the  aviation  community  and  Con¬ 
gress  over  the  next  year  to  develop  a  plan 
of  action  for  improving  the  Nation’s  aviation 
record,  and  in  particular  to  examine  the  suc¬ 
cess  that  various  nations,  such  as  Canada, 
have  experienced  with  individual  air  traffic 
control  systems  owned  and  operated  by  private 
companies. 

Highway  Oversight:  Given  the  Federal 
Highway  Administration’s  role  in  distributing 
billions  of  dollars  in  Federal  funding  each  year 
to  States  for  grants  and  infrastructure 
projects,  it  is  important  to  ensure  that  Federal 


funding  for  these  projects  is  being  used  respon¬ 
sibly.  In  an  effort  to  address  concerns  about 
highway  project  oversight,  the  Administration 
plans  to  continue  to  strengthen  its  ability  to 
provide  timely  review  and  evaluations  of  major 
highway  projects  and  funding  initiatives. 

Maritime  Security:  To  consolidate  the  man¬ 
agement  of  like-programs  and  achieve  greater 
efficiencies,  the  budget  proposes  to  transfer  the 
Maritime  Security  Program  and  its  funding 
from  the  Department  of  Transportation  to  the 
Department  of  Defense.  This  transfer  will  en¬ 
sure  a  centralized  national  security  focus  in 
the  management  of  this  program. 


28.  DEPARTMENT  OF  THE  TREASURY 


Highlights  of  2002  Funding 

•  Provides  $400  million  in  investments  to  modernize  IRS’s  outdated  computer 
systems. 

•  Completes  IRS  staffing  initiative  to  improve  customer  service  and  tax  system 
fairness. 

•  Increases  spending  for  the  Customs  Service  interdiction  efforts  against  illegal 
drugs. 


Initiatives 

IRS  Information  Technology:  The  budget 
includes  close  to  $400  million  in  investments 
to  modernize  the  IRS’s  outdated  computer  sys¬ 
tems.  This  multi-year  project  will  provide  IRS 
with  the  modern  tools  needed  both  to  deliver 
first  class  customer  service  to  America’s  tax¬ 
payers  and  to  ensure  that  compliance  pro¬ 
grams  are  administered  efficiently. 

IRS  Customer  Service  and  Audit  en¬ 
hancements:  The  2002  Budget  also  includes 
follow-on  funding  for  the  IRS’s  Staffing  Tax 
Administration  for  Balance  and  Equity  (STA¬ 
BLE)  initiative,  begun  in  2001.  These  funds 
will  complete  the  hiring  of  almost  4,000  staff 
and  will  enable  the  IRS  to  address  the  decline 
in  audits  and  the  drop  in  customer  service  that 
have  occurred  over  the  past  several  years. 

Western  Hemisphere  Drug  Elimination 
Act:  Consistent  with  the  President’s  promise 
to  increase  spending  to  implement  the  Western 
Hemisphere  Drug  Elimination  Act,  the  United 
States  Customs  Service  will  direct  an  addi¬ 
tional  $35  million  to  work,  in  coordination  with 
the  United  States  Coast  Guard,  to  improve 
interdiction  efforts  against  illegally  imported 
drugs. 

Redirected  Resources 

Treasury  will  continue  its  efforts  to  promote 
financial  services  in  low-income  communities 
through  the  Community  Development  Finan¬ 


cial  Institutions  Fund  (CDFI)  program,  which 
will  be  in  charge  of  administering  the  tax 
credit  authorized  in  the  Community  Renewal 
Act  of  2000,  and  the  Electronic  Transfer 
Accounts  initiative.  However,  support  for  CDFI 
will  be  reduced  below  the  2001  appropriated 
level  and  the  Expanded  Access  to  Financial 
Services  (First  Accounts)  initiative  will  receive 
no  further  funding. 

Potential  Reforms 

For  many  years,  Treasury  has  searched 
for  ways  to  ensure  that  the  large  investments 
required  in  information  technology  moderniza¬ 
tion  are  invested  wisely  and  to  ensure  that 
the  Federal  Government’s  particular  expertise 
in  law  enforcement  is  shared  across  the 
nation  with  States  and  localities. 

Investments  in  Technology:  The  Treasury 
Department  must  ensure  that  its  major  tech¬ 
nology  modernization  efforts  are  managed  ef¬ 
fectively.  The  IRS  must  ensure  that  there  is 
no  repeat  of  the  management  problems  that 
forced  the  Department  to  abandon  its  effort 
in  1995  to  modernize  its  tax  systems.  The  De¬ 
partment  should  ensure  that  similarly  robust 
management  processes  are  in  place  for  its 
other  technology  projects,  including  the  efforts 
to  replace  the  automated  import  processing 
system  used  by  the  United  States  Customs 
Service. 
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A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Chart  28-1.  Department  of  the  Treasury 

6.4%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Law  Enforcement  Best  Practices:  Treas¬ 
ury’s  law  enforcement  bureaus  should  imple¬ 
ment  a  series  of  “best  practices”  initiatives  to 
enhance  the  effectiveness  of  Federal  efforts  to 
aid  States  and  localities  in  the  fight  against 
violent  crime.  Specifically,  the  2002  Budget 
includes  an  effort  by  the  Federal  Law  Enforce¬ 


ment  Training  Center  to  provide  guidelines  for 
law  enforcement  training  standards  and  cer¬ 
tification  of  law  enforcement  training.  Also,  the 
Bureau  of  Alcohol,  Tobacco,  and  Firearms 
should  work  with  the  expanded  Youth  Crime 
Gun  Interdiction  Initiative  and  develop  a 
model  for  best  practices. 


29.  DEPARTMENT  OF  VETERANS  AFFAIRS 


Highlights  of  2002  Funding 

•  Provides  more  than  $51  billion  for  veterans'  benefits  and  services:  $28.1  billion 
for  mandatory  entitlements  and  $23.4  billion  in  net  discretionary  budget  au¬ 
thority  to  administer  veterans'  benefits  and  provide  medical  care  and  burial 
services. 

•  Increases  net  discretionary  budget  authority  by  $1  billion,  or  4.5  percent,  over 
the  2001  level. 

•  Ensures  that  the  Nation's  veterans  receive  high-quality  health  care,  accurate 
and  timely  entitlement  benefits,  and  a  continued  commitment  to  make  vet¬ 
erans'  cemeteries  national  shrines. 

•  Implements  a  Presidential  initiative  to  ensure  the  timely  and  accurate  proc¬ 
essing  of  veterans'  disability  claims,  while  strengthening  the  Department  of 
Veterans  Affairs’  (VA's)  “duty  to  assist”  role. 

•  Focuses  VA's  health  care  system  on  its  core  mission  of  providing  high-quality 
health  care  to  veterans  with  disabilities  or  low  incomes;  and  supports  the 
President's  new  task  force  to  study  ways  of  improving  health  care  access  and 
quality. 

•  Assumes  that  $235  million  of  VA’s  current  health  care  liability  will  shift  to  the 
Department  of  Defense  due  to  generous  new  benefits  available  to  military  re¬ 
tirees  over  age  64. 


Initiatives 

The  President’s  Budget  will  rejuvenate  the 
Department  of  Veterans  Affairs’  (VAs’)  efforts 
to  ensure  the  timely  and  accurate  processing 
of  veterans’  disability  compensation  claims. 
It  will  fully  implement  new  legislation  that 
strengthens  VA’s  “duty  to  assist”  veterans 
in  preparing  their  claims  and  a  regulation 
that  adds  diabetes  to  the  list  of  presumptive 
conditions  that  are  associated  with  exposure 
to  herbicides.  The  budget  will  fully  fund 
the  Veterans  Benefits  Administration’s  (VBA) 
additional  workload  for  this  initiative  and 
assumes  that  VBA  will  develop  a  vision 
for  future  benefit  delivery  that  incorporates 
and  harnesses  paperless  technology.  Part  of 
this  effort  to  modernize  will  be  for  VBA 
to  complete  the  consolidation  of  aging  data 


centers  into  its  state-of-the-art  facility  in 
Austin,  Texas. 

Redirected  Resources 

The  National  Defense  Authorization  Act, 
2001,  authorized  a  new  Department  of  Defense 
(DOD)  benefit  for  military  retirees  over  age 
64  who  have  Medicare  coverage.  These  retirees 
will  be  able  to  use  their  own  private  doctors 
for  free  care  and  receive  a  generous  drug 
benefit.  Currently,  240,000  of  these  retirees 
are  enrolled  with  VA  for  care.  The  budget 
assumes  that  27  percent  of  them  will  switch 
to  the  DOD  benefit  in  this  first  year,  shifting 
$235  million  in  VA  liabilities  to  DOD. 

The  budget  also  includes  legislation  for 
several  proposals  that  will  yield  net  mandatory 
savings  totaling  $2.5  billion  over  the  next 
10  years.  The  first  eliminates  VA's  vendee 
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Chart  29-1.  Department  of  Veterans  Affairs 

5.5%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


home  loan  program.  It  is  unrelated  to  VA’s 
mission  because  it  allows  the  general  public 
to  obtain  a  direct  loan  from  VA  to  purchase 
a  home  that  VA  has  acquired  when  a  veteran 
defaults  on  a  loan.  The  general  public  may 
obtain  financing  from  various  other  public 
and  private  institutions  for  this  purpose. 
Other  proposals  would  extend  permanently 
certain  mandatory  savings  authorities  that 
would  otherwise  expire  over  the  next  several 
years. 

Potential  Reforms 

Both  the  budget  and  the  President’s  Na¬ 
tional  Security  Directive  on  Military  Quality 
of  Life  reflect  the  Administration’s  commit¬ 
ment  to  improve  VA  health  care  for  those 
veterans  eligible  for  treatment  in  the  system 
by  enhancing  access  to  timely,  high-quality 
care.  The  President  will  convene  a  Veterans 
Health  Care  Task  Force  composed  of  officials 
and  clinicians  from  VA  and  DOD,  leaders 
of  veterans  and  military  service  organizations, 


and  leaders  in  health  care  quality  to  make 
recommendations  for  improvements. 

To  avoid  duplication  of  benefits  and  enhance 
the  quality  and  continuity  of  care,  the  Admin¬ 
istration  will  focus  on  providing  high-quality 
health  care  through  a  single  source.  Over 
700,000  military  retirees  (all  ages)  are  enrolled 
in  both  the  DOD  and  VA  health  systems 
and  may  use  either  whenever  they  choose. 
As  a  result,  DOD  and  VA  encounter  problems 
in  allocating  the  necessary  resources  due 
to  their  difficulty  estimating  the  number 
of  people  that  will  obtain  health  care  services 
in  each  of  the  systems.  The  Administration 
will  seek  legislation  to  ensure  that  DOD 
beneficiaries  who  are  also  eligible  for  VA 
medical  care  enroll  with  only  one  of  these 
agencies  as  their  health  care  program.  In 
addition,  to  ensure  high-quality  care  and 
expanded  access  for  the  Nation’s  highest 
priority  veterans,  VA  will  focus  its  attention 
on  treating  disabled  and  low-income  veterans. 
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VA  has  begun  the  assessment  phase  of 
an  infrastructure  reform  initiative  that  will 
result  in  a  health  care  system  with  enhanced 
capabilities  to  treat  veterans  with  disabilities 
or  lower  incomes  living  in  underserved  geo¬ 
graphic  areas.  Savings  from  the  disposal 
of  underused  VA  facilities  will  support  these 
improvements.  As  VA  awaits  the  recommenda¬ 
tions  from  this  multi-year  assessment  (referred 
to  as  CARES),  it  will  continue  to  use  expanded 
sharing  agreements  and  contracting  authori¬ 
ties  with  other  health  care  providers. 


VA  will  continue  to  reform  its  information 
technology.  It  will  improve  coordination  among 
its  administrations  to  plan  for,  implement, 
and  use  information  technology  to  serve  vet¬ 
erans.  Reforms  will  include  developing  a 
common  technological  architecture,  estab¬ 
lishing  common  data  definitions,  and  coordi¬ 
nating  systems  across  VA,  to  improve  cost- 
effectiveness  and  delivery  of  benefits  and 
services  to  veterans. 


30.  CORPS  OF  ENGINEERS 


Highlights  of  2002  Funding 

•  Targets  funds  for  completing  priority  ongoing  projects,  such  as  the  environ¬ 
mental  restoration  work  in  the  Florida  Everglades. 

•  Reduces  funding  for  stud3dng  potential  new  projects,  given  the  $40  billion 
backlog  of  construction  projects  that  are  either  ongoing  or  authorized  but  not 
started, 

•  Provides  a  funding  increase  for  the  Corps’  program  for  evaluating  proposed  de¬ 
velopment  in  wetlands. 


Redirected  Resources 

The  budget  includes  a  total  of  $3.9  billion 
in  2002  for  the  Corps  of  Engineers  Civil 
Works  (Corps)  program.  This  is  a  $0.6  billion, 
or  14  percent,  reduction  from  the  high  level 
of  funding  provided  in  2001  for  this  program 
($4.5  billion),  and  a  $0.2  billion  (five  percent) 
reduction  from  2000  ($4.1  billion),  which 
was  a  more  typical  funding  level  for  the 
Corps  over  recent  years.  In  allocating  Corps 
funds,  the  budget  gives  priority  to  projects 
and  programs  that  provide  significant  national 
benefits  in  the  Corps’  principal  mission  areas — 
commercial  navigation,  flood  damage  reduc¬ 
tion,  and  environmental  restoration  and  en¬ 
hancement. 

Given  the  large  backlog  of  funding  needed 
to  complete  construction  projects  already  un¬ 
derway  ($21  billion),  the  budget  focuses  on 
completing  ongoing  projects,  rather  than  start¬ 
ing  construction  of  new  projects  that  would 
add  to  this  backlog  and  increase  delays 
in  completing  ongoing  projects.  The  budget 
also  redirects  funds  from  2001  congressional 
add-ons  that  are  inconsistent  with  established 
policies.  In  the  operation  and  maintenance 
program,  it  gives  priority  to  funding  port 
and  harbor  and  inland  waterway  activities 
that  support  significant  commercial  naviga¬ 
tion.  Funds  are  redirected  from  lower-priority 
activities,  such  as  recreational  harbors  and 
low  commercial-use  inland  waterway  seg¬ 


ments.  For  the  Mississippi  River  and  Tribu¬ 
taries  program,  the  budget  targets  funds 
to  high  priority  flood  damage  reduction 
projects,  which  are  located  on  the  mainstem 
of  the  Mississippi  River  and  in  the  Atchafalaya 
River  basin  (Louisiana),  and  redirects  funds 
away  from  ongoing  projects  that  are  not 
economically  justified,  are  environmentally 
damaging,  or  violate  other  established  policies. 

Potential  Reforms 

In  recent  years,  the  Army  and  the  Corps 
of  Engineers  headquarters  significantly  re¬ 
duced  their  project-specific  oversight  of  the 
Corps’  project  planning  process.  Serious  ques¬ 
tions  have  been  raised  about  the  quality, 
objectivity,  and  credibility  of  Corps  reports 
on  the  economic  and  environmental  feasibility 
of  proposed  water  projects.  A  recent  Army 
Inspector  General  (IG)  investigation  found 
strong  indications  that  an  institutional  bias 
might  extend  throughout  the  Corps  in  favor 
of  large-scale  construction  projects,  which  ‘'cre¬ 
ated  an  atmosphere  where  objectivity  in  [the 
Corps’]  analyses  was  placed  in  jeopardy.” 
The  Army  and  its  Corps  of  Engineers  have 
taken  steps  to  start  to  address  these  concerns, 
including  clarifying  the  roles  and  responsibil¬ 
ities  of  the  Assistant  Secretaiy  of  the  Army 
for  Civil  Works  and  the  Chief  of  Engineers. 
In  addition,  the  ability  of  the  Office  of 
the  Assistant  Secretary  of  the  Army  for 
Civil  Works  to  review  Corps  of  Engineers 
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Chart  30-1.  Corps  of  Engineers 

-1.7%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


planning  reports  and  oversee  the  Corps’  plan¬ 
ning  process  will  be  strengthened.  The  Admin¬ 
istration  is  evaluating  additional  steps,  includ¬ 


ing  the  need  for  independent  review  of  Corps 
planning  reports  involving  controversial  or 
costly  projects. 


31.  ENVIRONMENTAL  PROTECTION  AGENCY 


Highlights  of  2002  Funding 

•  Provides  more  than  $1  billion  in  grants  for  States  and  Tribes  to  administer  en¬ 
vironmental  programs,  the  highest  level  in  the  Environmental  Protection 
Agency’s  (EPA’s)  history. 

•  Funds  EPAs  Operating  Program,  which  comprises  its  core  regulatory, 
research,  and  enforcement  activities,  at  $3.7  billion — the  second  highest  level 
ever,  and  higher  than  2001  if  unrequested  projects  are  excluded. 

•  Provides  wastewater  grants  to  States  at  a  level  $500  million  more  than  re¬ 
quested  by  the  previous  Administration  for  2001,  and  directs  a  portion  of  those 
grants  to  newly  authorized  sewer  overflow  control  grants. 


Initiatives 

Under  this  Administration,  the  Environ¬ 
mental  Protection  Agency  (EPA)  will  work 
for  the  American  people  to  protect  the  air, 
land,  and  water,  while  building  on  the  premise 
that  environmental  protection  and  economic 
prosperity  should  go  hand  in  hand.  EPA 
will  also  work  to  provide  more  flexibility 
to  States  and  local  communities  to  craft 
solutions  that  meet  their  unique  situations. 
For  example.  Brownfields  (abandoned  indus¬ 
trial  sites)  should  be  cleaned  to  protect  human 
health  and  the  environment,  while  allowing 
affordable  cleanups  and  flexible  approaches. 
Legal  obstacles  to  cleanups  should  be  removed, 
the  Brownfields  tax  incentive  made  perma¬ 
nent,  and  Federal  financial  assistance  made 
more  effective  by  cutting  red  tape  and  reform¬ 
ing  existing  funding  mechanisms.  Brownsfield 
cleanup  and  redevelopment  is  important  be¬ 
cause  it  revitalizes  urban  communities  by 
improving  public  health  and  environmental 
conditions,  boosting  local  property  tax  rolls, 
and  providing  jobs. 

Redirected  Resources 

EPA’s  2002  proposed  funding  level  of  $7.3 
billion  is  $56  million  more  than  the  previous 
Administration’s  2001  request.  The  $499  mil¬ 
lion  reduction  from  the  enacted  2001  level 


is  almost  entirely  due  to  the  elimination 
of  unrequested  earmarks.  These  reductions 
are  being  taken  Government-wide  and  are 
consistent  with  EPA’s  historic  practices.  EPA’s 
Operating  Program,  the  core  of  its  regulatory, 
research,  and  enforcement  activities,  is  funded 
at  $3.7  billion,  the  second  highest  level 
in  EPA  history.  Included  within  the  Operating 
Program  totals,  EPA’s  program  grants  to 
State  and  Tribal  governments  are  funded 
at  the  highest  level  ever,  at  more  than 
$1  billion.  These  grants  help  States  and 
Tribes  administer  programs  delegated  to 
States  and  Tribes  under  Federal  environ¬ 
mental  statutes. 

Wastewater  grants  to  States  are  funded 
at  $1.3  billion,  which  is  $500  million  more 
than  requested  by  the  previous  Administration 
for  2001,  The  Clean  Water  State  Revolving 
Loan  Fund  will  be  funded  consistent  with 
EPA’s  long-standing  $2  billion  per  year  revolv¬ 
ing  fund  goal.  To  address  Federal  mandates 
to  control  the  biggest  remaining  municipal 
wastewater  problem,  the  EPA  will  request 
that  a  portion  of  these  funds  be  used  for 
the  newly  authorized  sewer  overflow  control 
grants. 

EPA  will  also  redirect  resources  to  develop 
new,  more  effective  methods  to  achieve  envi¬ 
ronmental  progress.  EPA  will  set  high 
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Chart  31-1.  Environmental  Protection  Agency 

3.0%  Average  Operating  Program  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 
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Note:  For  comparability  with  2002,  the  Operating  Program  data  for  2001  has  been  adjusted  to  remove  unrequested  projects. 


standards  for  environmental  protection,  make 
those  expectations  clear,  and  focus  on  results 
and  performance.  To  reach  those  goals,  EPA 
will  place  a  greater  emphasis  on  innovative 
approaches  to  environmental  protection,  such 
as  market-based  incentives.  EPA  will  also 
achieve  savings  by  maintaining  workyears 
at  the  current  onboard  level. 

Potential  Reforms 

The  Federal  Government  will  continue  to 
play  a  crucial  role  in  environmental  protection, 
and  EPA  will  seek  higher  levels  of  cooperation 
among  stakeholders.  Currently,  the  States 
enforce  most  environmental  laws  through  dele¬ 
gated  State  programs.  It  is  estimated  that 
more  than  80  percent  of  environmental  en¬ 
forcement  actions  and  more  than  97  percent 
of  environmental  inspections  are  done  by 
the  States.  An  alternative  way  to  supplement 
State  enforcement  efforts  would  be  to  increase 
State  enforcement  grants.  Such  a  transfer 
would  not  jeopardize  the  EPA’s  ability  to 


continue  enforcement  of  non-delegated  pro¬ 
grams  or  to  oversee  delegated  programs. 
Further,  this  would  allow  States  to  prioritize 
their  enforcement  needs  and  determine  the 
proper  mix  between  compliance  assistance 
and  prosecution. 

In  addition,  this  Administration’s  EPA  will 
place  an  emphasis  on  making  better  and 
more  appropriate  use  of  information  and 
analysis.  The  Inspector  General,  the  General 
Accounting  Office,  the  National  Academy  of 
Public  Administration,  and  the  Environmental 
Council  of  the  States  have  all  identified 
the  lack  of  performance  information  to  hold 
programs  accountable  and  inform  decisions 
as  a  top  management  challenge.  EPA  will 
aggressively  address  this  issue. 

In  addition,  EPA  intends  to  improve  the 
role  of  science  in  decision-making  by  having 
scientific  information  and  analysis  help  in 
directing  policy  and  establishing  priorities. 
The  EPA  will  also  enhance  its  approach 
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to  environmental  information  by  making  data 
collection  and  management  more  efficient  and 
more  accurate,  reduce  paperwork  for  regulated 
entities,  and  standardize  business  practices. 
Currently,  Federal  environmental  data  are 
in  separate,  single-media  systems  (air,  water, 
solid  and  hazardous  waste).  These  data  cannot 
be  easily  integrated.  Several  innovative  States 
have  begun  a  better  way  to  manage  environ¬ 
mental  information.  These  States  are  reducing 
the  cost  of  collecting,  managing,  and  using 


environmental  information  through  integration 
and  consolidation  of  data.  Reforming  the 
EPA’s  approach  to  data  collection  will  facilitate 
results-based  management  and  multimedia 
approaches,  enable  data-sharing  across  pro¬ 
grams,  improve  access  to  information,  and 
integrate  geographic  information.  EPA  will 
request  $25  million  in  grant  funding  to 
help  States  better  integrate  their  environ¬ 
mental  information  systems. 


32.  FEDERAL  EMERGENCY  MANAGEMENT 

AGENCY 


Highlights  of  2002  Funding 

•  Fully  funds  Federal  Emergency  Management  Agency's  (FEMA)  core  operations 
at  $2  billion  in  2002. 

•  Reforms  the  disaster  relief  program  by  implementing  a  public  building  insur- 
ance  requirement  and  reducing  the  Federal  share  for  hazard  mitigation  grants, 
saving  $166  million. 

•  Maintains  funding  at  $140  million  for  the  Emergency  Food  and  Shelter  Pro¬ 
gram,  administered  by  a  board  of  charitable,  non-profit,  and  faith-based  orga¬ 
nizations. 

•  Terminates  the  Project  Impact  disaster  preparedness  campaign,  which  has  not 
proven  effective,  saving  $25  million. 

•  Phases  out  an  unneeded  fire  grant  program,  saving  $100  million. 

•  Reforms  the  National  Flood  Insurance  Program,  saving  $12  million. 


Initiatives 

Disaster  Reliefs  Proposed  resources  allow 
full  funding  of  the  Federal  Emergency  Man¬ 
agement  Agenc/s  (FEMA’s)  disaster  relief  op¬ 
erations,  including  $1.4  billion  in  funds  to  be 
appropriated  to  FEMA  for  obligations  from 
prior  year  disasters  and  base  disaster  support 
operations.  An  additional  $1.2  billion  has  been 
allocated  to  the  National  Emergency  Reserve 
to  finance  costs  associated  with  significant  new 
disasters. 

Redirected  Resources 

Disaster  Relief:  The  budget  achieves  sav¬ 
ings  associated  with  two  disaster  relief  re¬ 
forms.  First,  $83  million  in  savings  are 
achieved  by  requiring  that  public  buildings 
carry  disaster  insurance  (assumes  a  three-year 
phase  in  of  policy).  Second,  an  additional  $83 
million  in  savings  is  obtained  by  reducing  the 
Federal  share  of  funding  for  hazard  mitigation 
grants  from  75  percent  to  50  percent,  the  pre- 
1993  practice  for  this  program.  These  changes 
will  help  to  ensure  that  States  and  localities 


make  a  significant  commitment  to  preparing 
for  disasters  before  they  happen. 

Cerro  Grande  Fire  Claims  and  Hurri¬ 
cane  Floyd  Buyout:  Estimated  savings  of 
$208  million  in  excess  appropriations  are 
taken  in  the  Cerro  Grande  Fire  Claims  Fund 
(-$150  million)  and  the  Hurricane  Floyd 
buyout  program  (—$58  million).  If  these  esti¬ 
mates  are  correct  and  these  appropriations  are 
not  needed  for  these  claims,  the  funds  will  be 
returned  to  the  Treasury  Department. 

Project  Impact:  $25  million  in  savings  are 
achieved  by  canceling  the  Project  Impact  dis¬ 
aster  preparedness  campaign,  which  has  not 
proven  effective. 

Fire  Grant  Program:  An  additional  $100 
million  in  savings  are  achieved  by  the  non¬ 
renewal  of  a  new  fire  grant  program,  which 
was  authorized  for  only  two  years  and  which 
does  not  represent  an  appropriate  responsi¬ 
bility  of  the  Federal  Government. 


153 


154 


A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Chart  32-1.  Federal  Emergency  Management  Agency 

-6.6%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


Note:  The  line  represents  program  level,  which  reflects  the  total  amount  of  budgetary  resources  used.  The  bars  represent  net  budget 

authority  and  do  not  include  carry-over  balances.  For  2002,  additional  disaster-related  funding  is  provided  through  the  National 
_ Emergency  Reserve,  an  unallocated  reserve  for  unforeseen  emergency  disaster  needs. 


National  Flood  Insurance  Program:  Fur¬ 
ther,  two  cost  saving  reforms  end  preferential 
treatment  of  certain  properties  in  the  National 
Flood  Insurance  Program.  First,  flood  insur¬ 
ance  coverage  would  no  longer  be  available  for 
several  thousand  “repetitive  loss”  properties. 
These  properties  are  located  in  the  flood  plain 
and  are  flooded  regularly,  but  are  not  required 
to  pay  risk-based  premiums.  As  a  result,  they 
have  been  rebuilt  multiple  times  with  the  sub¬ 
sidized  support  of  other  flood  insurance  policy 
holders  and  U.S.  taxpayers.  The  budget  seeks 
to  begin  removing  the  worst  offending  repet¬ 
itive  loss  properties  from  the  program  in  2002. 
Policyholders  whom  FEMA  has  identified  as 
repetitive  loss  claimants  will  be  allowed  to 
make  one  more  claim  before  having  their  poli¬ 
cies  terminated.  Second,  subsidized  premium 
rates  for  vacation  homes,  rental  properties, 
and  other  non-primary  residences  and  busi¬ 
nesses  would  be  phased  out.  FEMA  charges 
many  of  these  policyholders  less  than  actuarial 
rates,  which  undermines  the  financial  stability 


of  the  insurance  program.  Savings  from  these 
proposals  are  estimated  at  $12  million  in  2002. 

Opportunities  for  Reform 

Disaster  Assistance  Criteria:  Neither  the 
States  nor  the  Federal  Government  currently 
have  a  clear  definition  of  when  and  under 
what  circumstances  a  Federal  disaster  declara¬ 
tion  should  be  made.  FEMA  plans  to  develop 
improved  guidelines  for  disaster  assistance 
that  provide  States  with  meaningful  criteria 
that  must  be  met  in  order  to  become  eligible 
for  Federal  disaster  assistance.  Without  clear 
and  consistent  rules  for  Federal  intervention 
and  assistance  following  disasters,  FEMA  runs 
the  risk  of  rewarding  some  States  that  do  not 
need  assistance  while  ignoring  the  legitimate 
needs  of  others.  This  reform  effort  will  help 
to  clarify  the  disaster  declaration  process,  ena¬ 
bling  both  the  States  and  the  Federal  Govern¬ 
ment  to  better  delineate  their  respective  roles 
in  disaster  recovery. 


33.  NATIONAL  AERONAUTICS  AND  SPACE 

ADMINISTRATION 


Highlights  of  2002  Funding 

•  Provides  $14.5  billion  for  the  National  Aeronautics  and  Space  Administration 
(NASA),  a  two-percent  increase  over  2001  and  a  seven-percent  increase  over 
2000. 

•  Provides  increased  funding  for  International  Space  Station  development  and 
operations  consistent  with  a  strategy  of  constraining  Space  Station  cost 
growth.  Growth  in  development  and  operations  is  largely  offset  through  budget 
reductions  in  Space  Station  hardware  and  other  Human  Space  Flight  pro¬ 
grams  and  institutional  activities.  NASA  will  be  undertaking  a  number  of 
management  reforms  to  bring  Space  Station  costs  under  control. 

•  Provides  a  64-percent  increase  over  2001  for  NASA^s  Space  Launch  Initiative. 
This  increase  continues  NASA’s  commitment  to  provide  commercial  industry 
the  opportunity  to  meet  NASA’s  future  launch  needs  and  to  dramatically  re¬ 
duce  space  transportation  costs  and  improve  space  transportation  safety  and 
reliability. 

•  Funds  a  more  robust  Mars  Exploration  Program. 

•  Funds  a  science-driven  program  of  prioritized  follow-on  missions  for  second- 
generation  Earth  Observing  System  measurements  that  will  provide  a  greater 
understanding  of  how  the  Earth  and  its  climate  are  changing,  an  increase  of 
five  percent  over  2001. 


Initiatives  and  Redirected  Resources 

International  Space  Station:  Recent  cost 
growth  on  the  Space  Station  is  estimated  at 
approximately  $1  billion  for  2001  and  2002 
and  $4  billion  for  the  next  five  years.  To  ad¬ 
dress  this  unprecedented  cost  growth  and  en¬ 
sure  that  the  program  remains  within  the  five- 
year  budget  plan,  the  President’s  2002  Budget 
will  include  important  decisions  regarding  the 
funding  and  management  of  the  program  while 
preserving  the  highest  priority  goals:  perma¬ 
nent  human  presence  in  space,  world-class  re¬ 
search  in  space,  and  accommodation  of  inter¬ 
national  partner  elements.  Thus,  the  U.S.  core 
will  be  complete  once  the  Space  Station  is 
ready  to  accept  major  international  hardware 
elements.  The  cost  growth  is  offset  in  part  by 


redirecting  funding  from  remaining  U.S.  ele¬ 
ments  (particularly  high-risk  elements  includ¬ 
ing  the  Habitation  Module,  Crew  Return  Vehi¬ 
cle,  and  Propulsion  Module).  In  addition,  fund¬ 
ing  for  U.S.  research  equipment  and  associated 
support  will  be  aligned  with  the  assembly 
build-up.  Future  funding  decisions  to  develop 
and  deploy  any  U.S.  elements  or  enhance¬ 
ments  beyond  completion  of  the  U.S.  core  will 
depend  on  the  quality  of  cost  estimates,  resolu¬ 
tion  of  technical  issues,  and  the  availability 
of  funding  through  efficiencies  within  the  2002 
Budget  runout  for  Space  Station  or  other 
Human  Space  Flight  programs  and  institu¬ 
tional  activities.  The  budget  will  propose  ad¬ 
vance  appropriations  for  the  Space  Station  as 
a  further  means  to  cap  Station  spending — this 
cap  may  be  adjusted  upward  if  efficiencies  and 


155 


156 
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Chart  33-1.  National  Aeronautics  and  Space  Administration 

1.5%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


offsets  are  found  in  other  Human  Space  Flight 
programs  and  institution. 

Space  Science:  To  ensure  successful  execu¬ 
tion  of  programs  already  underway,  two 
projects  with  a  very  large  escalation  in  cost, 
the  Pluto-Kuiper  Express  and  Solar  Probe  mis¬ 
sions,  will  not  be  funded.  To  support  a  poten¬ 
tial,  future  sprint  to  the  planet  Pluto  before 
2020,  additional  funds  will  be  directed  to  key 
propulsion  technology  investments.  The  budget 
funds  a  more  robust  Mars  Exploration  Pro¬ 
gram  and  provides  critical  technology  funding 
to  support  future  decisions  on  high-energy  as¬ 
trophysics  missions. 

Earth  Science:  NASA  has  worked  with  the 
National  Academy  of  Sciences  to  develop  fu¬ 
ture  Earth  Science  research  priorities  and, 
based  on  these  priorities,  has  developed  plans 
for  the  second  generation  of  Earth  Observing 
System  (EOS)  satellites.  NASA’s  outyear  plan 
for  these  satellites  has  been  underfunded  in 
recent  years,  but  the  budget  will  provide  a 


five-percent  increase  in  2002  for  a  science-driv¬ 
en  EOS  Follow-On  program  while  dis¬ 
continuing  low-priority  remote  sensing  satellite 
and  environmental  application  projects  to  en¬ 
sure  that  EOS  priorities  can  go  forward. 

Space  Shuttle:  The  budget  provides  for  a 
sustained  level  of  six  Space  Shuttle  flights  per 
year  and  continues  funding  for  Space  Shuttle 
safety  improvements,  within  which  NASA  will 
establish  safety  investment  priorities  for  Shut¬ 
tle  safety  upgrades  and  critical  facilities. 

Aero-Space  Technology:  The  budget  elimi¬ 
nates  lower  priority  aeronautics  programs  and 
reduces  under-performing  information  tech¬ 
nology  programs. 

Potential  Reforms 

Fulfilling  the  President’s  promise  to  make 
Government  more  market-based,  NASA  will 
pursue  management  reforms  to  promote  inno¬ 
vation,  open  Government  activities  to  competi¬ 
tion,  and  improve  the  depth  and  quality 
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of  NASA’s  research  and  development  (R&D) 
expertise.  These  reforms,  described  below, 
will  help  reduce  NASA’s  operational  burden 
and  focus  resources  on  Government-unique 
R&D  at  NASA. 

International  Space  Station:  NASA  will 
undertake  reforms  and  develop  a  plan  to  en¬ 
sure  that  future  Space  Station  costs  will  re¬ 
main  within  the  President’s  2002  Budget  plan. 
Key  elements  of  this  plan  will:  restore  cost 
estimating  credibility,  including  an  external 
review  to  validate  cost  estimates  and  require¬ 
ments  and  suggest  additional  options  as  need¬ 
ed;  transfer  Space  Station  program  manage¬ 
ment  reporting  from  the  Johnson  Space  Center 
in  Texas  to  NASA  Headquarters  until  a  new 
program  management  plan  is  developed  and 
approved;  and  open  future  Station  hardware 
and  service  procurements  to  innovation  and 
cost-saving  ideas  through  competition,  includ¬ 
ing  launch  services  and  a  Non-Government  Or¬ 
ganization  for  Space  Station  research. 

Space  Shuttle  Privatization:  NASA  will 
aggressively  pursue  Space  Shuttle  privatiza¬ 
tion  opportunities  that  improve  the  Shuttle’s 
safety  and  operational  efficiency.  This  reform 
will  include  continued  implementation  of 
planned  and  new  privatization  efforts  through 
the  Space  Shuttle  prime  contract  and  further 
efforts  to  safely  and  effectively  transfer  civil 
service  positions  and  responsibilities  to  the 
Space  Shuttle  contractor. 

Space  Launch  Opportunities:  NASA’s 
Space  Launch  Initiative  provides  commercial 
industry  with  the  opportunity  to  meet  NASA’s 
future  launch  needs,  including  human  access 
to  space,  with  new  launch  vehicles  that  prom¬ 
ise  to  dramatically  reduce  cost  and  improve 


safety  and  reliability.  NASA  will  undertake 
management  reforms  within  the  Space  Launch 
Initiative,  including:  ensuring  vehicle  afford¬ 
ability  and  competitiveness  by  limiting  re¬ 
quirements  to  essential  needs  through  com¬ 
mercial  services;  creating  requirements  flexi¬ 
bility,  where  possible,  to  accommodate  innova¬ 
tive  industry  proposals;  validating  require¬ 
ments  through  external,  independent  review; 
implementing  a  well-integrated  risk-reduction 
investment  strategy  that  makes  investments 
only  after  requirements  and  vehicle  options  are 
well-understood,  to  ensure  viable  competition 
by  the  middle  of  the  decade  for  Station  cargo 
and  crew  launch  services;  ensuring  no  set- 
aside  funds  for  non-industry  vehicles  like  the 
Space  Shuttle;  and  achieving  affordable,  near- 
term  successes  in  Next  Generation  Launch 
Services  and  Alternate  Access  to  the  Space 
Station,  and  integrating  these  near-term  ac¬ 
tivities  into  longer-term  planning. 

Critical  Capabilities:  U.S.  academia  and 
industry  provide  a  rich  R&D  resource  that 
NASA  can  tap  to  strengthen  its  mission  capa¬ 
bilities.  NASA  will  develop  an  integrated,  long¬ 
term  agency  plan  that  ensures  a  national  capa¬ 
bility  to  support  NASA’s  mission  by:  identi¬ 
fying  NASA’s  critical  capabilities  and,  through 
the  use  of  external  reviews,  determining  which 
capabilities  must  be  retained  by  NASA  and 
which  can  be  discontinued  or  led  outside  the 
agency;  expanding  collaboration  with  industry, 
universities,  and  other  agencies,  and  out¬ 
sourcing  appropriate  activities  to  fully  leverage 
outside  expertise;  and  pursuing  civil  service  re¬ 
forms  for  capabilities  that  NASA  must  retain, 
to  ensure  recruitment  and  retention  of  top 
science,  engineering,  and  management  talent 
at  NASA. 
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Highlights  of  2002  Funding 

•  Provides  $4.5  billion  for  the  National  Science  Foundation  (NSF),  a  $56  million 
increase  from  2001.  This  level  is  more  than  $1  billion  greater  than  1998. 

•  Provides  approximately  $1.5  billion  for  new  research  and  education  awards  in 
2002,  to  fund  nearly  10,000  new  competitively  reviewed  awards. 

•  Provides  $200  million  to  begin  the  President’s  Math  and  Science  Partnership 
initiative  to  provide  funds  for  States  to  join  with  institutions  of  higher  edu¬ 
cation  in  strengthening  math  and  science  education  in  grades  K-12. 

•  Provides  $20  million  for  multidisciplinary  mathematics  research.  This  invest¬ 
ment  will  enhance  the  transfer  of  results  and  applications  from  mathematics 
and  statistics  research  to  the  science  and  engineering  disciplines,  challenge  the 
limits  of  current  mathematical  theories,  and  develop  a  new  cadre  of  research¬ 
ers  who  are  trained  in  both  mathematics  and  science.  These  funds  will  en¬ 
hance  America’s  preeminence  in  mathematical  sciences. 

•  Increases  graduate  stipends  for  the  Graduate  Research  Fellowships,  the  Grad¬ 
uate  Teaching  Fellowships  in  K-12  Education,  and  the  Integrative  Graduate 
Education  and  Research  Traineeships  programs.  These  funds  will  help  attract 
the  best  students  to  pursue  careers  in  science  and  engineering. 


Initiatives 

Math  and  Science  Partnerships:  As 
America  enters  the  21st  Century,  many  of  our 
neediest  students  are  being  left  behind.  The 
current  state  of  grade  K-12  mathematics  and 
science  education  in  the  United  States  raises 
significant  warning  signs.  The  most  recent  evi¬ 
dence  of  deficiencies  in  U.S.  math  and  science 
education  is  from  the  Third  International 
Math  and  Science  Study,  which  measured 
American  students  in  the  fourth,  eighth,  and 
twelfth  grades  against  comparable  students  in 
other  countries.  Although  U.S.  fourth  graders 
did  relatively  well  in  both  math  and  science, 
by  twelfth  grade,  the  last  year  of  mandatory 
schooling,  U.S.  students  were  among  the  very 
worst  in  the  world,  and  in  some  areas,  such 
as  physics,  were  last.  This  evidence  indicates 
that  our  schools  are  not  preparing  our  stu¬ 
dents  adequately  for  today’s  knowledge-based, 
technologically  rich  society  or  to  become  future 
scientists  and  engineers.  Among  the  under¬ 


lying  causes  for  the  poor  performance  of  U.S. 
students  in  the  areas  of  math  and  science, 
three  problems  must  be  addressed:  too  many 
teachers  teaching  these  subjects  for  which  they 
have  not  been  trained;  too  few  students  taking 
advanced  coursework;  and  too  few  schools  of¬ 
fering  challenging  curriculum  and  textbooks 

To  address  these  issues,  the  President 
is  proposing  that  the  National  Science  Founda¬ 
tion  (NSF)  initiate  a  Math  and  Science  Part¬ 
nership  program  to  provide  funds  for  States 
to  join  with  institutions  of  higher  education 
in  strengthening  K-12  math  and  science  edu¬ 
cation.  The  higher  education  community  recog¬ 
nizes  that  it  has  a  vested  interest  in  working 
to  improve  elementary  and  secondary  math 
and  science  achievement.  More  than  20  States 
have  begun  to  form  partnerships  with  colleges 
and  universities  for  the  purpose  of  raising 
math  and  science  standards  for  students, 
providing  math  and  science  training  for  teach¬ 
ers,  and  creating  innovative  ways  to  reach 
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A  BLUEPRINT  FOR  NEW  BEGINNINGS 


Chart  34-1.  National  Science  Foundation 

6.8%  Average  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  billions  of  dollars 


underserved  schools.  For  2002,  the  President 
is  requesting  $200  million  for  the  Math 
and  Science  Partnership  program  and  $1 
billion  over  five  years.  States  that  access 
these  funds  will  be  required  to  establish 
partnership  agreements  with  State  colleges, 
universities,  community  colleges  and  school 
districts,  with  the  goal  of  strengthening  K- 
12  math  and  science  education.  The  success 
of  partnerships  between  States  and  institu¬ 
tions  of  higher  education  will  be  measured 
through  performance  indicators  such  as  im¬ 
proving  student  performance  on  State  assess¬ 
ments,  increasing  student  participation  in 
advanced  courses  in  math  science  and  their 
success  in  passing  advanced  placement  exams, 
and  increasing  the  numbers  of  teachers  that 
major  in  math  or  science. 

Redirected  Resources 

The  2001  enacted  level  for  NSF  included 
a  number  of  earmarked  and  lower-priority 


projects.  While  the  majority  of  projects  must 
be  assessed  on  their  merits  through  an 
extensive  review  process,  many  of  these 
projects  do  not  face  such  scrutiny  and  often 
address  lower-priority  areas  or  needs.  The 
2002  Budget  does  not  renew  funding  for 
these  projects,  saving  $45  million. 

The  budget  also  better  focuses  facility  project 
resources  by  maintaining  commitments  for 
the  Large  Hadron  Collider,  the  Network  for 
Earthquake  Engineering  Simulation,  and 
Terascale  Computing  Systems.  Facility  project 
spending  will  be  reduced  by  $13  million, 
reflecting  no  new  starts  of  major  facility 
projects  in  2002. 

As  part  of  the  Math  and  Science  Partnership 
initiative,  $110  million  is  redirected  from 
existing  NSF  education  programs  toward  the 
initiative’s  $200  million  level  in  2002. 
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Potential  Reforms 

At  NSF  there  are  several  opportunities 
for  management  reforms  that  will  assist  the 
agency  in  carr3dng  out  its  mission  and  plan¬ 
ning  for  the  future.  The  Administration  has 
identified  at  least  three  management  reform 
opportunities  that  will  help  fulfill  the  Presi¬ 
dent’s  promise  to  make  Government  more 
results-oriented. 

Reorganize  Research  in  Astronomy  and 
Astrophysics:  NSF  and  NASA  provide  more 
than  90  percent  of  Federal  funds  for  academic 
astronomy  research  and  facilities.  Historically, 
NASA  has  funded  space-based  astronomy  and 
NSF  has  funded  ground-based  astronomy,  as 
well  as  astronomy  research  proposals.  Several 
changes  have  evolved  which  suggest  that  now 
ds  the  time  to  assess  the  Federal  Government’s 
management  and  organization  of  astronomical 
research.  NSF  and  NASA  will  establish  a  Blue 
Ribbon  Panel  to  assess  the  organizational  ef¬ 
fectiveness  of  Federal  support  of  astronomical 
sciences  and,  specifically,  the  pros  and  cons 
of  transferring  NSF’s  astronomy  responsibil¬ 
ities  to  NASA.  The  panel  may  also  develop 
alternative  options.  This  assessment  will  be 
completed  by  September  1,  2001. 

Improve  the  Efficiency  of  the  Research 
Process:  The  current  size  of  NSF  grants  and 


their  duration  might  be  resulting  in  an  ineffi¬ 
cient  research  process  at  U.S.  academic  insti¬ 
tutions.  Researchers  might  be  spending  too 
much  time  writing  grant  proposals  instead  of 
doing  actual  research.  NSF  has  increased 
grant  size  and  duration  in  previous  years,  par¬ 
ticularly  through  its  priority  research  areas; 
however,  there  is  little  documentation  that  this 
is  having  a  positive  impact  on  research  output. 
With  the  assistance  of  U.S.  academic  research 
institutions,  NSF  will  develop  efficiency  meas¬ 
ures  of  the  research  process  and  determine 
what  is  the  right  grant  size  for  the  myriad 
types  of  research  the  agency  funds.  These 
metrics  and  grant  size  determinations  will  be 
developed  in  time  for  consideration  of  the  2003 
Budget, 

Increase  NSF^s  Ability  to  Manage  Large 
Facility  Projects:  NSF  is  managing  several 
multi-year,  large  facility  projects.  NSF’s  capa¬ 
bility  to  manage  proposed  projects  needs  to  be 
enhanced  given  the  magnitude  and  costs  of 
these  projects.  NSF  will  develop  a  plan  to  en¬ 
hance  its  capability  to  estimate  costs  and  pro¬ 
vide  oversight  of  project  development  and  con¬ 
struction.  This  plan  should  help  ensure  that 
NSF  is  able  to  meet  and  stick  to  cost  and 
schedule  commitments  for  major  facility 
projects. 
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Highlights  of  2002  Funding 

•  Promotes  the  Drug  Free  Workplace  Program  ($5  million). 

•  Helps  small  businesses  comply  with  the  Americans  with  Disabilities  Act  ($5 
million). 

•  Makes  the  7(a)  General  Business  Loan  and  Small  Business  Investment  Com¬ 
pany  Securities  programs  self-financing  by  eliminating  subsidies,  which  saves 
$141  million. 

•  Provides  funding  for  the  Small  Business  Development  Centers  (SBDCs)  pro¬ 
gram  at  a  level  of  $88  million,  while  reducing  the  SBDCs'  reliance  on  Federal 
support  by  establishing  a  nominal  fee  for  SBDC  services. 

•  Eliminates  Congressional  earmarks  and  redundant  programs,  including  New 
Markets  Venture  Capital  loan  and  technical  assistance  and  BusinessLINC  pro¬ 
grams,  which  saves  $100  million. 

•  Supports  a  $300  million  base  loan  volume  level  for  Small  Business  Administra¬ 
tion's  Disaster  Loan  program.  Additional  funding  from  the  unallocated  Na¬ 
tional  Emergency  Reserve  for  unforseen  disaster  needs  will  be  made  available 
if  the  need  arises. 


Initiatives 

Drug  Free  Workplace  Program:  The  2002 
Budget  supports  grants  to  organizations  that 
help  small  businesses  develop  employee  edu¬ 
cation  programs  and  company  drug  policies. 
To  date,  the  Small  Business  Administration 
(SBA)  has  not  been  able  to  meet  the  demand 
for  assistance  from  intermediary  partners;  in 
1999  SBA  received  160  grant  applications  from 
intermediaries,  but  issued  only  16  grants.  To 
help  meet  this  need,  the  President's  Budget 
includes  $5  million  and  proposes  to  spend  $25 
million  over  the  next  five  years. 

The  New  Freedom  Initiative:  The  budget 
includes  $5  million  for  technical  assistance  to 
help  small  businesses  comply  with  the  Ameri¬ 
cans  with  Disabilities  Act,  serve  customers, 
and  hire  more  people  with  disabilities. 

Redirected  Resources 

7(a)  General  Business  Loan  and  Small 
Business  Investment  Company  Securities 


programs:  These  programs  will  become  self¬ 
financing  by  increasing  fees.  The  budget  ac¬ 
knowledges  that  some  small  businesses  may 
have  trouble  accessing  private  capital  in  the 
absence  of  a  Government  guarantee,  but  does 
not  require  the  Government  to  subsidize  their 
cost  of  borrowing.  The  budget  increases  fees 
sufficiently  to  make  these  programs  self-fi¬ 
nancing  and  would  save  $141  million. 

Small  Business  Development  Centers 
(SBDCs):  The  SBDCs  program  will  impose 
nominal  fees  for  its  services,  thereby  recog¬ 
nizing  that  these  services  have  value  while 
decreasing  the  SBDCs'  reliance  on  Federal  as¬ 
sistance. 

Congressional  Earmarks  and  Redun¬ 
dant  Programs:  Further  cost  savings  of  $100 
million  are  achieved  by  reducing  or  eliminating 
Congressional  earmarks  and  redundant  pro¬ 
grams,  including  the  New  Markets  Venture 
Capital  (NMVC),  NMVC  Technical  Assistance, 
and  BusinessLINC  programs.  The  New 
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Chart  35-1.  Small  Business  Administration 

-0.2%  Average  Program  Level  Annual  Growth,  1998-2002 


Discretionary  budget  authority  in  millions  of  dollars 


Note:  The  line  represents  program  level,  which  reflects  the  total  amount  of  budgetary  resources  to  be  used  (including  disaster-related 
funding)  and  also  excludes  the  collection  of  proposed  fees  in  2002.  The  bars  represent  net  budget  authority  and  do  include 
carry-over  balances.  For  2002,  additional  disaster-related  funding  is  provided  through  the  National  Emergency  Reserve,  an 
unallocated  reserve  for  unforeseen  emergency  disaster  needs. 


Markets  initiative  already  includes  a  30-per¬ 
cent  tax  credit,  which  is  expected  to  induce 
$15  billion  (over  10  years)  in  new  targeted  in¬ 
vestments,  making  a  separate  small  SBA  dis¬ 
cretionary  spending  program  unnecessary.  Ad¬ 
ditionally,  economically  distressed  commu¬ 
nities  and  individuals  have  access  to  a  wide 
range  of  private  for-profit  and  non-profit 
microenterprise  organizations,  including  feder¬ 
ally  supported  community  development  finan¬ 
cial  institution  organizations,  which  further 
calls  into  question  the  necessity  for  separate 
SBA  programs. 

Potential  Reforms 

Asset  Loan  Sales  Program:  SBA  has  initi¬ 
ated  an  ongoing,  $10  billion  loan  asset  sale 
program  that  is  serving  as  a  catalyst  for  trans¬ 
forming  the  mission  of  the  agency  and  rede¬ 
fining  the  functions  performed  by  its  employ¬ 


ees.  Asset  sales  will  free  SBA  resources  cur¬ 
rently  devoted  to  portfolio  management,  allow¬ 
ing  SBA  to  focus  instead  on  cultivating  private 
credit  markets  for  small  businesses  and  addi¬ 
tional  lender  oversight.  As  part  of  this  trans¬ 
formation,  SBA  will  immediately  undertake  an 
analysis  of  all  areas  of  its  operations,  including 
exploring  the  feasibility  of  contracting  out  all 
loan  servicing  activities  and  closing  redundant 
or  unneeded  loan  servicing  centers. 

To  help  SBA  manage  its  workload  more 
efficiently  and  to  accomplish  the  work  force 
transformation  effort  with  a  minimum  of 
disruption,  the  budget  provides  $10  million 
to  continue  the  systems  modernization  effort 
and  to  provide  training  and  relocation  assist¬ 
ance  to  SBA  employees  who  are  adversely 
affected  by  the  transformation  effort.  At  the 
same  time,  SBA  will  examine  streamlining 
its  delivery  systems. 


36.  OTHER  AGENCIES 


Corporation  for  National  and  Community 
Service 

The  Corporation  provides  opportunities  for 
1.5  million  Americans  of  all  ages  to  engage 
in  community-based  service  that  addresses 
the  Nation’s  educational,  public  safety,  envi¬ 
ronmental  and  other  human  needs.  The  budget 
proposes  $733  million  for  the  Corporation, 
to  support  50,000  AmeriCorps  members  and 
expand  opportunities  for  seniors  to  serve 
their  community. 

The  budget  includes  $203  million  for  the 
National  Senior  Service  Corps,  a  $14  million 
increase  over  2001  and  the  first  step  of 
the  President’s  strategy  to  increase  the  annual 
funding  for  the  Senior  Corps  to  $250  million 
over  five  years.  In  addition,  the  budget  pro¬ 
vides  $35  million  in  new  senior  initiatives, 
including: 

•  $20  million  for  a  Silver  Scholarship  pro¬ 
gram  to  allow  older  Americans  to  volun¬ 
teer  500  hours  of  service  tutoring  and 
mentoring  students  in  after-school  pro¬ 
grams  in  exchange  for  a  $1,000  scholar¬ 
ship  that  can  be  deposited  in  an  education 
savings  account  for  use  by  their  children, 
grandchildren,  or  another  child;  and 

•  $15  million  for  a  Veterans  Mission  for 
Youth  program  that  provides  matching 
grants  to  community  organizations  that 
connect  veterans  and  military  personnel 
with  America’s  youth  through  mentoring, 
tutoring,  after-school  and  other  programs. 

The  Corporation  maintains  a  tmst  fund 
from  which  to  pay  AmeriCorps  education 
awards.  In  2002,  the  Corporation  has  sufficient 
balances  to  pay  all  demands  for  education 
awards  and  does  not  need  to  continue  the 
2001  appropriation  for  the  trust  fund. 

Over  the  next  year,  the  Corporation  will 
also  seek  innovative  ways  to  complement 
the  President’s  initiative  to  strengthen  faith- 
based  service  groups.  It  will  review  higher 
cost  programs  and  assess  if  program  consolida¬ 


tions  and  streamlining  will  offer  opportunities 
for  continuing  service  at  the  2002  level. 

Equal  Employment  Opportunity 
Commission  (EEOC) 

The  budget  requests  $310  million  for  EEOC, 
an  increase  of  $7  million,  or  2.3  percent, 
over  the  2001  enacted  level.  This  includes 
funding  to  meet  increased  staff  costs.  The 
Commission  will  continue  to  dedicate  resources 
to  further  reduce  its  backlog  of  private  sector 
cases  and  utilize  technology  and  other  strate¬ 
gies  to  improve  the  processing  of  discrimina¬ 
tion  charges. 

General  Services  Administration  (GSA) 

The  budget  provides  $503  million  for  GSA 
(net  discretionary  budget  authority),  primarily 
for  the  Office  of  Governmentwide  Policy, 
the  Office  of  Inspector  General,  and  the 
construction  of  Federal  buildings.  However, 
the  budget  estimates  obligations  exceeding 
$18  billion  through  GSA’s  revolving  funds. 
This  spending  level: 

•  Funds  one  of  the  largest  repair  and  alter¬ 
ation  programs  ever.  More  than  $827  mil¬ 
lion  is  proposed  for  the  repair  and  alter¬ 
ation  of  Federal  buildings,  financing  34 
major  rehabilitation  projects. 

•  Provides  over  $500  million,  including  $276 
million  in  advance  appropriations  included 
in  the  2001  Budget,  for  the  design  and/ 
or  construction  of  13  courthouse  projects. 

•  Increases  GSA’s  critical  infrastructure  pro¬ 
gram  by  38  percent  to  support  the  Govern¬ 
ment’s  response  to  attacks  on  its  informa¬ 
tion  systems  infrastructure. 

•  Continues  the  FirstGov  initiative,  which 
provides  a  central  site  for  Internet  access 
to  all  online  government  information 

•  Provides  $10  million  in  2002  as  the  first 
installment  of  a  $100  million  fund  to  sup¬ 
port  the  interagency  electronic  Govern¬ 
ment  (e-gov)  initiative. 
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Legal  Services  Corporation  (LSC) 

Since  its  creation  in  1974,  LSC  has  provided 
grants  to  local  organizations  that  provide 
civil  legal  advice  to  low-income  clients  across 
the  country.  These  grants  account  for  approxi¬ 
mately  half  of  the  operating  budgets  of  these 
organizations.  LSC-funded  programs  serve 
every  State  and  county  in  the  Nation.  The 
2002  Budget  provides  funding  at  the  2001 
enacted  level  of  $329  million.  Ninety-seven 
percent  of  these  funds  will  be  distributed 
to  grant  recipients  across  the  country. 

The  most  common  types  of  cases  handled 
by  grant  recipients  are  related  to  family 
law,  domestic  violence,  housing,  employment, 
Government  services,  and  consumer  matters. 
Two-thirds  of  their  clients  are  women,  many 
of  whom  have  young  children.  LSC’s  clients 
are  as  diverse  as  the  Nation,  encompassing 
all  racial  and  ethnic  groups  of  all  ages. 
LSC-funded  programs  do  not  handle  criminal 
cases,  nor  do  they  accept  fee-generating  cases. 
In  1996,  Congress  passed  a  series  of  new 
restrictions  on  the  activities  of  programs 
receiving  Federal  funds.  These  limitations 
provide  that  LSC-funded  programs  may  not 
challenge  welfare  reform,  represent  non-docu- 
mented  persons,  request  attorneys’  fees,  liti¬ 
gate  of  behalf  of  prisoners,  or  bring  class 
action  lawsuits. 

National  Endowment  for  the  Arts  (NEA) 

NEA  supports  individual  and  group  efforts 
to  achieve  excellence  in  the  arts  and  promotes 
artistic  endeavors  as  an  avenue  to  serving 
the  American  public.  Specific  programs  en¬ 
hance  personal  development  in  the  arts,  arts 
education,  preservation  of  American  arts  herit¬ 
age,  expansion  of  the  arts  to  under-served 
regions  and  populations,  and  investigation 
of  non-Federal  sources  for  support  of  national 
arts  activities.  The  2002  Budget  provides 
for  the  continuation  of  programmatic  activities 
at  the  2001  enacted  level  and  includes  an 
increase  to  fund  Federal  staff  costs.  It  also 
offers  States  greater  say  in  how  funding 
is  spent. 

National  Endowment  for  the  Humanities 
(NEH) 

NEH  supports  activities  designed  to  promote 
national  progress  in  the  humanities.  Specific 


programs  are  aimed  at  improving  the  quality 
of  humanities  scholarship,  the  preservation 
of  national  humanities  resources,  and  increas¬ 
ing  the  accessibility  of  the  humanities  to 
the  American  public.  The  2002  Budget  pro¬ 
vides  for  the  continuation  of  programmatic 
activities  at  the  2001  enacted  level  and 
includes  an  increase  to  fund  Federal  staff 
costs. 

Railroad  Retirement  Board  (RRB) 

RRB  administers  retirement/survivor  and 
unemployment/sickness  insurance  benefits  for 
the  Nation’s  railroad  workers  and  their  fami¬ 
lies.  The  railroad  retirement  system  includes 
a  benefit  equivalent  to  Social  Security  benefits 
and  a  pension  benefit.  The  2002  Budget 
proposes  an  increase  to  fund  Federal  staff 
costs  to  administer  the  program.  The  railroad 
retirement  system’s  pension  program  is  not 
fully  funded  like  other  private  industry  pen¬ 
sion  plans;  indeed,  there  is  a  $39.7  billion 
unfunded  liability.  Any  examination  of  the 
program  should  set  as  first  priorities  ending 
taxpayer  subsidies  to  the  program  and  ensur¬ 
ing  the  industry  funds  its  workers’  pensions. 

Smithsonian  Institution 

The  2002  Budget  provides  $494  million, 
a  $40  million,  or  nine  percent,  increase 
over  2001.  The  Smithsonian  operates  14  muse¬ 
ums  in  Washington,  D.C.  and  New  York 
City,  the  National  Zoo,  and  research  facilities 
for  astrophysical  research  in  Cambridge,  MA, 
tropical  research  in  Panama,  and  environ¬ 
mental  research  on  the  Chesapeake  Bay. 
For  salaries  and  expenses,  the  budget  proposes 
$396.2  million.  Within  this  request,  the  Smith¬ 
sonian  will  redirect  some  funds  from  within 
its  base  programs  to  fund  new  initiatives 
in  information  technology  and  outreach  activi¬ 
ties. 

The  2002  Budget  includes  $97.9  million 
for  repair,  restoration,  and  construction  of 
Smithsonian  buildings.  This  represents  an 
increase  of  $30.8  million,  or  46  percent, 
over  2001.  It  includes  $30  million  toward 
fulfilling  the  Federal  commitment  to  complete 
the  National  Museum  of  the  American  Indian 
on  the  Mall.  The  budget  also  provides  funds 
for  the  continuing  renovation  of  the  Patent 
Office  Building,  the  Nation’s  third  oldest 
Government  building  in  Washington,  D.C., 
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and  the  home  of  the  Smithsonian's  American 
Art  Museum  and  the  National  Portrait  Gal¬ 
lery. 

The  Smithsonian,  along  with  other  cultural 
agencies  in  the  Nation's  capital  such  as 
the  National  Gallery  of  Art,  the  U.S.  Holocaust 
Museum,  and  the  Kennedy  Center  for  the 
Performing  Arts,  needs  to  focus  on  maintain¬ 
ing  its  existing  buildings  and  facilities.  Within 
the  next  year,  each  agency  will  prepare 
a  plan  that  encompasses  long-range  estimates 
for  maintenance  of  its  facilities  and  buildings 
as  part  of  a  broad  review  of  future  needs. 

The  Smithsonian,  as  well  as  the  other 
cultural  agencies,  operates  as  a  partnership 
between  the  Federal  Government  and  the 
private  sector.  Although  some  funds  are  feder¬ 
ally  appropriated,  the  Smithsonian  also  de¬ 
pends  on  gifts  and  donations  from  the  private 
sector.  In  order  to  allow  analysis  of  the 
agency^s  total  budget  and  needs  for  Federal 
funds,  it  is  necessary  to  understand  its  budget 
in  totality.  The  Smithsonian  will  improve 
the  reporting  of  its  public  and  private  budget 
meeds  and  plans  to  the  public. 


Social  Security  Administration  (SSA) 

SSA  is  responsible  for  pa5dng  benefits  to 
more  than  50  million  people  every  month, 
processing  more  than  six  million  claims  for 
benefits  each  year,  handling  approximately 
59  million  phone  calls  to  its  800-number, 
and  issuing  138  million  Social  Security  state¬ 
ments  that  help  provide  a  broad-based  under¬ 
standing  of  the  Social  Security  program. 

The  budget  proposes  $7,672  million  for 
SSA,  an  increase  of  $456  million,  or  6.3 
percent,  above  the  2001  enacted  level  of 
$7,216  million.  This  amount  includes  sufficient 
resources  to  ensure  stable  staffing  in  2002 
and  will  allow  SSA  to  maintain  performance 
in  key  service  delivery  areas,  such  as  retire¬ 
ment  claims  processing.  It  will  allow  SSA 
to  process  about  100,000  more  initial  disability 
claims  in  2002  than  in  2001.  This  funding 
also  will  help  SSA  to  continue  its  multi¬ 
year  continuing  disability  review  (CDR)  plan, 
eliminating  the  CDR  backlog  in  2002,  as 
well  as  significantly  increase  the  non-disability 
redetermination  effort.  In  addition,  this 
amount  includes  resources  for  SSA  to  continue 
to  modernize  its  computer  infrastructure  and 
continue  with  its  efforts  to  offer  services 
in  an  online  environment. 
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In  recent  years,  the  Nation  has  turned 
to  Washington  in  the  Fall,  wondering  if 
the  Government  will  shut  down  because  Re¬ 
publicans  and  Democrats  cannot  agree  on 
a  budget.  And  following  each  year’s  chaos 
and  brinkmanship  there  are  cries  for  budget 
process  reform  to  prevent  repetition  of  the 
spectacle.  Important  changes  can  be  made, 
but  the  heart  of  the  problem  lies  not  in 
the  integrity  of  the  budget  process,  but  in 
the  deterioration  of  Congress’  adherence  to 
existing  rules. 

This  past  year  was  typical.  As  Congress 
failed  to  meet  its  deadlines  and  legislation 
piled  up  at  the  end  of  the  fiscal  year, 
Washington  made  hasty  decisions  simply  to 
keep  the  Government  running  under  the 
imminent  threat  of  a  Government  shutdown. 
Congress  enacted  21  temporary  funding  laws 
to  keep  the  Government  open  while  President 
Clinton  and  Congress  negotiated  an  agreement 
on  a  huge  omnibus  spending  bill.  That  omni¬ 
bus  measure  comprised  nine  separate  bills, 
totaling  2,080  pages,  and  was  finally  signed 
into  law  on  December  21st,  nearly  three 
months  after  the  beginning  of  the  fiscal 
year. 

The  end  product  exceeded  Congress’  budget 
by  $36  billion  and  the  President’s  Budget 
by  $13  billion  for  2001  alone.  It  contained 
over  6,000  earmarks,  or  unrequested  projects, 
for  a  total  cost  of  over  $15  billion. 

To  provide  for  a  more  orderly  and  respon¬ 
sible  budget  process  and  to  wrest  waste 
out  of  the  Federal  budget,  the  President 
proposes  immediate  and  structural  ,  reform 
measures. 

Immediate  Action: 

•  Restore  an  atmosphere  of  order  and  re¬ 
spect  for  the  legally  established  process. 
In  addition  to  the  reforms  outlined  here, 
the  ultimate  reform  the  President  calls  for 
is  responsibility  in  the  conduct  of  the  peo¬ 
ple’s  business; 


•  Abide  by  the  budget.  Once  Congress 
agrees  to  a  budget,  it  should  abide  by  the 
limits  established  therein.  Ultimately,  the 
President  proposes  that  the  resolution  be 
a  law,  requiring  his  approval.  Until  that 
time,  the  President  wants  to  work  with 
the  Congress  to  adopt  and  abide  by  a 
budget  that  contains  total  spending  within 
a  reasonable  limit  determined  in  advance; 

•  Establish  a  National  Emergency  Reserve 
fund  to  budget  for  true  emergencies; 

•  Eliminate  advance  appropriations  except 
where  clearly  justified; 

•  Complete  action  on  appropriations  bills  in 
an  orderly  and  timely  fashion  to  avoid 
Government  shutdowns;  and 

•  Curtail  congressional  earmarking,  espe¬ 
cially  for  special  interest  spending. 

Structural  Reforms: 

•  Enforce  and  extend  limits  on  spending  and 
the  “pay-as-you-go”  (PAYGO)  requirement. 

•  Convert  the  annual  budget  and  appropria¬ 
tions  process  to  a  biennial  cycle. 

•  Make  the  current  non-binding  budget  reso¬ 
lution  a  binding  law. 

•  Restore  the  President’s  line-item  veto  au¬ 
thority. 

In  addition  to  the  these  initiatives,  the 
President  would  support  legislation  to  create 
a  bipartisan  commission  to  eliminate  pork 
barrel  spending  and  legislation  to  create 
a  sunset  review  board  to  review  agencies 
and  programs  periodically. 

Spending  Limits  and  Pay-As-You-Go 

In  1990,  Congress  enacted  the  Budget  En¬ 
forcement  Act  (BEA)  with  specific  dollar  limits 
on  discretionary  spending — amounts  provided 
in  annual  appropriations  acts — and  a  PAYGO 
requirement  for  all  other  legislation.  The 
PAYGO  requirement  prohibits  decreases  in 
a  surplus  resulting  from  enactment  of  new 
laws  that  change  mandatory  spending — 
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spending  not  controlled  by  appropriations 
acts — or  receipts.  Under  this  provision,  legisla¬ 
tion  to  create  or  expand  an  entitlement 
program  (such  as  unemployment  benefits) 
or  to  reduce  taxes  would  have  to  be  offset 
by  other  legislation  to  reduce  mandatory 
spending  or  increase  receipts.  From  1990 
until  1998,  these  budget  enforcement  mecha¬ 
nisms  provided  an  effective  means  to  restrain 
the  growth  in  Federal  spending. 

With  the  arrival  of  budget  surpluses  in 
1998,  however.  President  Clinton  and  Con¬ 
gress  began  to  skirt  these  budget  enforcement 
mechanisms.  In  2001  alone,  Federal  spending 
is  projected  to  exceed  the  spending  limit 
by  $95  billion.  Congress  and  the  previous 
Administration  also  waived  the  PAYGO  re¬ 
quirement  for  $17  billion  in  spending.  The 
failure  to  stick  to  these  limits  has  caused 
the  surplus  to  be  reduced  by  roughly  $2 
trillion  for  1998-2011.  If  spending  continues 
at  the  same  rate  as  in  recent  years,  the 
surplus  will  be  reduced  by  another  $1.4 
trillion  over  the  next  10  years.  (See  Chart 
VIII-1.) 


The  past  three  years  demonstrate  that 
the  greatest  threat  to  the  surplus  and 
debt  reduction  is  unrestrained  growth 
in  spending.  To  ensure  that  the  Federal 

Government  continues  to  pay  down  the  debt, 
the  President  proposes  limits  that  would 
allow  discretionary  spending  to  grow  with 
inflation  over  the  next  five  years.  Budget 

limits  and  restraints  have  and  can  continue 
to  limit  the  growth  in  Government,  protect 
surpluses  when  needed,  and  achieve  debt 
reduction. 

At  this  stage,  the  Administration  believes 
that  capping  the  growth  of  discretionary 
spending  provides  more  than  adequate  re¬ 
sources  for  the  Government.  Even  so,  the 
Administration  recognizes  that  these  caps 
may  need  to  be  modified  in  the  future. 

In  fact,  the  President's  Budget  sets  aside 
a  reserve  for  additional  needs  and  contin¬ 

gencies  that  could  provide,  if  justified,  addi¬ 
tional  resources  for  discretionary  spending. 

The  President  also  proposes  to  extend  the 
PAYGO  requirement  for  entitlement  spending 


Chart  VIII-1.  Budget  Surpluses  Lead  to 
Bigger  Government 


Discretionary  budget  authority  in  billions  of  dollars 


VIIL  BUDGET  PROCESS  REFORM 


173 


and  tax  legislation.  The  President’s  Budget 
sets  aside  the  Social  Security  surplus  and 
additional  on-budget  surpluses  for  debt  reduc¬ 
tion  and  contingencies.  These  levels  ensure 
the  President’s  tax  plan  and  his  Medicare 
Helping  Hand  and  modernization  reforms 
are  fully  financed  by  the  surplus.  Any  other 
spending  or  tax  legislation  would  need  to 
be  offset  by  reductions  in  spending  or  increases 
in  receipts. 

Budgeting  for  Emergencies — The  National 
Emergency  Reserve 

Emergency  supplemental  bills  provided 
$28.6  billion  more  than  was  originally  provided 
in  the  annual  appropriations  processes  for 
1997  through  2000.  By  definition,  emergency 
appropriations  are  intended  to  cover  unfore¬ 
seen  events  or  large  domestic  disasters.  How¬ 
ever,  emergencies  have  become  a  recurring 
part  of  the  budget  process,  and  they  have 
become  magnets  for  special  interest,  non¬ 
emergency  spending. 

When  Congress  and  the  previous  Adminis¬ 
tration  could  not  find  the  resources  to  pay 
for  the  2000  census,  they  designated  a  portion 
of  the  funding  for  the  census  as  an  “emer¬ 
gency.”  Other  examples  of  items  that  clearly 
were  not  emergencies  include:  a  Great  Lakes 
icebreaker,  a  Treasury  law  enforcement  train¬ 
ing  facility  in  West  Virginia,  the  purchase 
of  the  Douglas  Tract  on  the  Potomac  River, 
and  funding  for  the  2nd  Avenue  subway 
in  New  York  City. 

Four  programs  make  up  a  large  part  of 
the  Federal  Government’s  response  to  domestic 
disasters: 

•  Federal  Emergency  Management  Agenc3^s 
disaster  relief  fund; 

•  Department  of  Agriculture’s  fire  fighting 
program; 

•  Department  of  the  Interior’s  fire  fighting 
program;  and 

•  Small  Business  Administration’s  disaster 
loan  program. 

This  budget  proposes  a  strategy  that  will 
ensure  adequate  funding  in  the  regular  budget 
and  appropriations  process  for  the  programs 
listed  above,  and  will  limit  supplemental 
appropriations  to  extremely  rare  events  by 


setting  aside  a  reserve  for  emergency  needs. 
The  reserve  will  supplement  the  four  programs 
when  extreme  conditions  arise,  and  also  sup¬ 
plement  other  Federal  programs  to  the  extent 
that  domestic  disasters  occur  where  such 
programs  must  respond. 

The  budget  includes  adequate  funding  for 
a  normal  year  for  the  four  programs  listed 
above,  which  covers  base  operations  and  rou¬ 
tine  disaster  requirements  (the  request  for 
new  appropriations  will  take  into  consideration 
the  availability  of  resources  provided  in  pre¬ 
vious  years). 

In  addition,  the  National  Emergency  Reserve 
is  intended  to  cover  such  large,  extraordinarily 
events  as  Hurricane  Andrew,  the  Midwest 
floods,  and  the  Northridge  earthquake.  The 
amount  of  the  reserve  ($5.6  billion)  will 
be  based  on  the  historical  annual  average 
of  these  large  disasters. 

•  The  release  of  resources  from  the  reserve 
will  need  to  be  approved  by  both  the  Presi¬ 
dent  and  Congress. 

•  Programs  will  be  supplemented  from  the 
reserve  fund  only  if  the  following  condi¬ 
tions  are  met:  first,  the  amount  appro¬ 
priated  for  the  year  in  which  the  event 
occurs  are  equal  or  exceed  the  amount  re¬ 
quested  in  the  President’s  budget;  second, 
the  cost  of  the  event  exceeds  the  regular 
resources  available  to  the  program. 

•  Funding  for  emergencies  should  be  limited 
to  expenditures  that  are  sudden,  urgent, 
unforeseen,  and  not  permanent. 

Reversing  Abusive  Use  of  Advance 
Appropriations 

An  advance  appropriation  becomes  available 
one  year  or  more  beyond  the  year  for  which 
the  appropriations  act  is  passed.  From  1993 
to  1999,  an  average  of  $2.3  billion  in  discre¬ 
tionary  budget  authority  was  advance  appro¬ 
priated  each  year.  In  1999,  advance  appropria¬ 
tion  funding  totaled  $8.9  billion,  an  increase 
of  $5.8  billion  from  the  previous  year.  Most 
of  this  increase  was  due  to  $4-8  billion 
in  additional  advance  appropriations  for  the 
Education  for  the  Disadvantaged  account  in 
the  Department  of  Education. 
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While  advance  appropriations  can  be  a 
legitimate  funding  practice  to  reflect  and 
guarantee  the  full  cost  of  construction  or 
procurement  for  large  capital  programs,  too 
often  in  recent  years  advance  appropriations 
have  been  used  to  hide  true  spending  levels 
by  crediting  them  to  other  years.  This  budget 
practice  distorts  the  debate  over  Government 
spending  and  misleads  the  public  about  spend¬ 
ing  levels  in  specific  accounts. 

In  2000,  advance  appropriations  increased 
by  $14.6  billion  to  over  $23.4  billion.  Increases 
in  advance  appropriations  from  the  previous 
year  included  the  following:  the  Department 
of  Education  ($6.2  billion);  the  Department 
of  Housing  and  Urban  Development  ($4.2 
billion);  the  Department  of  Labor  ($2.5  billion); 
and  the  Department  of  Health  and  Human 
Services  ($1.4  billion). 

The  2001  Congressional  Budget  Resolution 
attempted  to  address  this  misuse  of  advance 
funding  by  including  a  cap  on  advance  appro¬ 
priations  equal  to  the  amount  advanced  in 
the  previous  year.  In  order  to  expand  discre¬ 
tionary  spending  in  2001,  certain  advance 
appropriations  were  reduced  and  other  ad¬ 
vances  were  increased.  This  did  not  change 
the  total  amount  that  was  forward  funded, 
but  did  allow  for  growth  in  2001. 

The  Administration  proposes  to  reverse  the 
misleading  budget  practice  of  using  advance 
appropriations  simply  to  avoid  spending  limi¬ 
tations.  This  proposal  would  not  affect  advance 
appropriations  enacted  for  programmatic  rea¬ 
sons,  such  as  those  funding  multi-year  con¬ 
struction  programs. 

Biennial  Budgeting  and  Appropriations 

Only  twice  in  the  last  50  years  has  the 
Congress  enacted  all  13  appropriation  bills 
by  the  beginning  of  the  fiscal  year.  According 
to  the  Congressional  Budget  Office,  roughly 
one-third  of  domestic  discretionary  programs 
are  operating  under  authorization  statutes 
that  have  expired.  Because  Congress  must 
enact  13  appropriations  bills  each  year,  it 
cannot  devote  the  time  necessary  to  provide 
oversight  and  resolve  problems  in  other  pro¬ 
grams.  The  preoccupation  with  these  annual 
appropriations  bills  frequently  precludes  re¬ 
view  and  action  on  the  growing  portion 


of  the  budget  that  is  permanently  funded 
under  entitlement  laws. 

In  contrast,  a  biennial  budget  would  allow 
lawmakers  to  devote  more  time  every  other 
year  to  ensuring  that  taxpayers'  money  is 
spent  wisely  and  efficiently.  In  addition.  Gov¬ 
ernment  agencies  would  receive  more  stable 
funding,  which  would  facilitate  longer  range 
planning  and  improved  fiscal  management. 

Under  the  President's  proposal  for  a  biennial 
budget,  funding  decisions  would  be  made 
in  non-election  years  to  help  de-politicize 
the  process.  Moreover,  lawmakers  could  devote 
more  time  to  finishing  the  appropriation 
bills  on  time  because  the  next  year  would 
be  free  for  other  legislative  business. 

Joint  Budget  Resolution 

The  budget  process  should  allow  the  Presi¬ 
dent  and  Congress  to  determine  the  overall 
fiscal  course  for  the  Federal  Government. 
But  under  current  law,  neither  the  President's 
Budget  nor  the  congressional  budget  has 
the  force  of  law.  As  a  result,  the  existing 
process  discourages  cooperation  and  encour¬ 
ages  posturing. 

The  Congress  currently  develops  the  broad 
outlines  of  the  budget  through  the  adoption 
of  a  concurrent  resolution  that  does  not 
require  the  President’s  approval.  The  Presi¬ 
dent  is  precluded  from  this  first  step  of 
the  process  that  implicitly  ignores  his  power 
to  sign  and  veto  laws.  There  is  little  incentive 
for  the  President  and  Congress  to  reach 
early  agreement  on  the  broad  outlines  of 
a  budget  package,  thus  increasing  the  chance 
of  a  “train  wreck”  at  the  end  of  the  process. 

In  contrast,  a  joint  budget  resolution  would 
recognize  that  these  two  branches  of  Govern¬ 
ment  must  cooperate.  A  joint  resolution  re¬ 
quires  the  President’s  signature  and  has 
the  force  of  law.  This  joint  budget  resolution 
would  set  the  overall  level  of  appropriations, 
mandatory  spending,  taxes,  and  debt  reduction 
in  a  simple  document.  It  would  bring  the 
President  into  the  process  at  an  early  stage 
and,  together  with  biennial  budgeting,  would 
help  restore  order  to  the  budget  process. 

In  the  past,  Congress  and  the  President 
have  at  times  used  ad  hoc  negotiations  at 
the  beginning  of  the  budget  process  to  ensure 
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there  is  agreement  on  broad  fiscal  issues 
before  Congress  begins  moving  individual  ap¬ 
propriations,  entitlement,  and  tax  bills.  A 
joint  budget  resolution  would  formalize  this 
process  at  the  beginning  of  the  year. 

Government  Shutdown  Prevention 

For  19  out  of  the  past  20  years.  Congress 
and  the  President  have  not  finished  their 
work  by  the  October  1st  deadline,  the  begin¬ 
ning  of  the  new  fiscal  year.  This  past  year, 
only  two  of  the  13  appropriations  bills  were 
enacted  by  the  beginning  of  the  year.  When 
Congress  and  the  President  fail  to  gain 
enactment  of  all  13  appropriations  bills,  the 
Congress  frequently  funds  the  Government 
through  ‘^continuing  resolutions”  (CRs),  which 
provide  temporary  funding  authority  for  Gov¬ 
ernment  activities  at  current  levels  until 
the  final  appropriations  bills  are  signed  into 
law.  This  past  year,  for  example,  Congress 
had  to  enact  21  separate  CRs  to  keep  the 
Government  operating. 

Congress  must  pass  a  CR  and  it  must 
be  signed  by  the  President  to  provide  funding 
for  agencies.  Absent  enactment  of  a  CR, 
the  Federal  Government  is  shut  down.  In 
the  1980s  and  1990s,  the  Government  has 
experienced  shutdowns.  Some  have  argued 
that  the  Clinton  Administration  regularly 
used  the  threat  of  a  Government  shutdown 
to  extract  spending  increases  from  the  Con¬ 
gress.  These  annual,  often  cynical  rituals 
were  destructive  of  public  confidence  and 
reflected  poorly  on  all  parties  to  the  debate. 

Important  Government  functions  should  not 
be  held  hostage  simply  because  Washington 
cannot  cut  through  partisan  strife  to  pass 
temporary  funding  bills.  In  the  responsible 
process  the  President  envisions,  appropriations 
bills  would  pass  on  time  as  the  law  requires, 
but  a  back-up  plan  to  avoid  the  threat 
of  a  Government  shutdown  is  a  good  idea. 
Under  the  Presidents  proposal,  if  an  appro¬ 
priations  bill  is  not  signed  by  October  1 
of  the  new  fiscal  year,  funding  would  be 
automatically  provided  at  the  lower  of  the 
President’s  Budget  or  the  prior  year’s  level. 
The  President’s  proposal  would  remove  incen¬ 
tives  for  the  President  or  the  congressional 
leadership  to  use  the  leverage  of  “shutting 
down  Government”  to  achieve  spending  objec¬ 


tives  or  to  attach  extraneous  measures  they 
could  not  otherwise  obtain  through  the  normal 
appropriations  process. 

Line-Item  Veto 

A  perennial  criticism  of  the  Federal  Govern¬ 
ment  is  that  the  annual  budget  contains 
too  many  special  interest  or  “pork-barrel” 
spending  items.  The  persistence  of  these 
special  interest  items  erodes  citizen  confidence 
in  Government.  With  the  arrival  of  huge 
budget  surpluses,  there  has  been  an  explosion 
in  spending  and  special  interest  spending. 

Because  appropriations  bills  must  be  en¬ 
acted  annually  to  fund  the  Government,  they 
attract  spending  items  that  could  not  be 
enacted  on  their  own.  Particularly  at  the 
end  of  the  congressional  session,  it  is  not 
uncommon  for  bills  to  move  through  the 
appropriations  process  quickly,  often  with 
little  scrutiny.  It  is  the  rare  Member  who 
will  challenge  questionable  spending  for  fear 
that  provisions  important  to  him  or  her 
will  be  challenged  in  return. 

The  result  of  this  logrolling  is  that  the 
President  is  left  with  an  all  or  nothing 
proposition.  He  must  either  sign  the  entire 
appropriations  bill  with  special  interest 
projects  or  veto  the  entire  bill  and  invite 
a  potential  Government  shutdown. 

The  President  proposes  that  the  Congress 
correct  a  constitutional  flaw  in  the  Line 
Item  Veto  Act  enacted  in  1996.  From  the 
Nation’s  founding.  Presidents  have  exercised 
the  authority  to  decline  to  spend  appropriated 
sums.  However,  this  authority  was  curtailed 
in  1974,  when  Congress  passed  the  Impound¬ 
ment  Control  Act,  which  restricted  the  Presi¬ 
dent’s  authority  to  decline  to  spend  appro¬ 
priated  sums. 

The  Line  Item  Veto  Act  of  1996  attempted 
to  give  the  President  the  authority  to  cancel 
spending  authority  and  special  interest  tax 
breaks.  The  U.S.  Supreme  Court  found  that 
law  unconstitutional. 

The  President  proposes  a  line-item  veto 
linked  to  retiring  the  national  debt.  This 
proposal  would  give  the  President  the  author¬ 
ity  to  decline  to  spend  new  appropriations, 
to  decline  to  approve  new  mandatory  spending, 
or  to  decline  to  grant  new  limited  tax  benefits 
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(to  100  or  fewer  beneficiaries)  whenever  the 
President  determines  the  spending  or  tax 
benefits  are  not  essential  Government  func¬ 


tions  and  will  not  harm  the  national  interest. 
All  savings  from  the  line-item  veto  will 
be  used  to  retire  the  national  debt. 
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To  meet  the  challenges  and  opportunities 
of  a  global  marketplace,  American  businesses 
have  had  to  radically  restructure.  Corporations 
have  moved  from  centralized  organizations 
to  decentralized  ones,  from  made-to-stock  pro¬ 
duction  to  made-to-order,  from  mass  standard¬ 
ization  to  mass  customization. 

Many  State  and  local  governments  have 
also  changed,  but  the  Federal  Government 
needs  to  increase  the  pace  of  change  as 
well.  The  structure  of  the  Federal  Government 
was  in  large  part  developed  more  than  50 
years  ago  and  no  longer  meets  the  needs 
of  today’s  citizens.  This  structure  was  designed 
so  that  stock  solutions  would  flow  from 
Washington  along  carefully  established  bu¬ 
reaucratic  hierarchies.  The  result  is  a  Federal 
Government  today  that  is  both  insensitive 
and  expensive. 

True  Government  reform  must  be  based 
on  a  reexamination  of  the  role  of  the  Federal 
Government.  The  President  has  called  for 
“active,  but  limited”  Government:  one  that 
empowers  States,  cities,  and  citizens  to  make 
decisions;  ensures  results  through  account¬ 
ability;  and  promotes  innovation  through  com¬ 
petition.  Thus,  if  reform  is  to  help  the 
Federal  Government  adapt  to  a  rapidly  chang¬ 
ing  world,  its  primary  objectives  must  be 
a  Government  that  is: 

•  Citizen-centered — not  bureaucracy- 
centered; 

•  Results-oriented — not  process-oriented; 
and 

•  Market-based — actively  promoting,  not  sti¬ 
fling,  innovation  and  competition. 

Making  Government  Citizen-Centered 

Flatten  the  Federal  Hierarchy:  The  first 
priority  of  the  President’s  Government  reform 
initiatives  is  to  make  Government  citizen-cen¬ 
tered.  This  means  ensuring  that  there  is  as 
little  distance  as  possible  between  citizens  and 
decision-makers.  In  an  effort  to  get  closer  to 
the  customer,  American  businesses  have  in¬ 
creasingly  replaced  old,  hierarchical  organiza¬ 


tions  with  flatter,  more  entrepreneurial  ones. 
To  shrink  the  distance  between  citizens  and 
Cabinet  members,  the  Administration  will  flat¬ 
ten  the  Federal  hierarchy,  reduce  the  number 
of  layers  in  the  upper  echelon  of  Government, 
and  use  work  force  planning  to  help  agencies 
redistribute  higher-level  positions  to  front-line, 
service  delivery  positions  that  interact  with 
citizens.  These  actions  should  make  the  Fed¬ 
eral  Government  more  nimble  and  responsive. 

Use  the  Internet  to  Create  a  Citizen-Cen¬ 
tric  Government:  The  explosive  growth  of  the 
Internet  has  transformed  the  relationship  be¬ 
tween  customers  and  businesses.  It  is  also 
transforming  the  relationship  between  citizens 
and  Government.  By  enabling  individuals  to 
penetrate  the  Federal  bureaucracy  to  access 
information  and  transact  business,  the  Inter¬ 
net  promises  to  shift  power  from  a  handful 
of  leaders  in  Washington  to  individual  citizens. 
The  President  believes  that  providing  access 
to  information  and  services  is  only  the  first 
step  in  e-Government.  In  order  to  make  Gov¬ 
ernment  truly  “citizen-centered,”  agencies  will 
have  to  work  together  to  consolidate  similar 
functions  around  the  needs  of  citizens  and 
businesses.  Citizen-centered  Government  will 
use  the  Internet  to  bring  about  trans¬ 
formational  change:  agencies  will  conduct 
transactions  with  the  public  along  secure  web- 
enabled  systems  that  use  portals  to  link  com¬ 
mon  applications  and  protect  privacy,  which 
will  give  citizens  the  ability  to  go  online  and 
interact  with  their  Government — and  with 
their  State  and  local  governments  that  provide 
similar  information  and  services — around  cit¬ 
izen  preferences  and  not  agency  boundaries. 

Create  an  E-Government  Fund:  The  budg¬ 
et  provides  $10  million  in  2002  as  the  first 
installment  of  a  fund  that  will  grow  to  a  total 
of  $100  million  over  three  years  to  support 
interagency  electronic  Government  (e-gov)  ini¬ 
tiatives.  0MB  would  control  the  allocation  of 
the  fund  to  support  information  technology  (IT) 
projects  in  the  e-gov  arena. 

Projects  that  operate  across  agency  bound¬ 
aries  will  build  off  the  foundation  of  essential 
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building  blocks,  including:  www.firstgov.gov^ 
the  online  information  portal  that  provides 
24  hours  a  day/seven  days  a  week  access 
to  all  Government  online  information,  search¬ 
able  by  topic  rather  than  by  agency;  and 
the  development  of  a  Public  Key  Infrastructure 
to  implement  digital  signatures  that  are  ac¬ 
cepted  across  agencies  for  secure  online  com¬ 
munications. 

The  fund  would  also  further  the  Administra¬ 
tion’s  ability  to  implement  the  Government 
Paperwork  Elimination  Act  of  1998,  which 
calls  upon  agencies  to  provide  the  public 
with  optional  use  and  acceptance  of  electronic 
information,  services  and  signatures,  when 
practicable,  by  October  2003.  In  recent  years, 
funding  for  interagency  e-gov  initiatives  has 
been  obtained,  as  authorized  by  law,  by 
passing  the  hat  among  agencies  to  support 
activities  of  interagency  councils.  The  e-gov 
fund  would  supplement  the  ‘‘pass  the  hat” 
funds  and  accelerate  the  improvements  this 
Administration  will  make  on  IT  spending 
within  agencies  through  capital  planning,  to 
provide  for  interagency  e-gov  innovation. 

Making  Government  Results-Oriented 

Link  Budget  and  Management  Decisions 
to  Performance:  In  addition  to  making  Gov¬ 
ernment  more  citizen-centered,  reform  must 
also  make  it  more  results-oriented.  This  re¬ 
quires  establishing  accountability  systems  that 
allow  citizens  to  judge  whether  effective  per¬ 
formance  is  taking  place.  It  also  is  time  that 
funds  flow  to  programs  that  work — not  those 
that  are  ineffective  or  have  completed  their 
mission.  Government  must  be  results-ori¬ 
ented — guided  not  by  process,  but  by  perform¬ 
ance.  There  comes  a  time  when  programs  must 
be  judged  by  how  well  they  achieve  their  pur¬ 
pose.  Where  we  find  success,  we  should  reward 
it,  and  make  it  the  standard.  Government  ac¬ 
tion  that  fails  in  its  purpose  must  be  reformed 
or  ended.  Congress  created  a  good  framework 
with  the  Government  Performance  and  Results 
Act  and  the  Chief  Financial  Officers  Act,  which 
can  help  us  determine  program  success.  The 
Results  Act  requires  agencies  to  set  perform¬ 
ance  goals  and  measure  their  actual  results — 
a  way  for  the  public  to  determine  whether  they 
are  accomplishing  their  stated  missions.  But 
setting  goals  and  measuring  their  achievement 
is  only  a  start.  As  stewards  of  the  public  purse. 


we  must  do  more  to  show  how  funding  levels 
relate  to  performance  levels. 

To  date,  the  Government’s  progress  in  link¬ 
ing  budgets  and  performance  has  been  slow. 
Bringing  about  a  much  better  linkage  will 
be  a  priority  of  this  Administration.  As 
a  first  step,  department  and  agency  heads 
have  been  directed  to  ensure  that  their 
2002  performance  plans,  which  will  be  sub¬ 
mitted  to  Congress  in  April,  also  include 
performance  goals  for  Presidential  initiatives 
and  for  Government-wide  and  agency-specific 
reform  proposals.  Making  good  on  those  prom¬ 
ises — not  just  making  those  promises — will 
be  the  standard  of  this  Administration. 

Ensure  Financial  Accountability:  The 
President  believes  that  Government  must  en¬ 
sure  a  basic  level  of  financial  accountability 
that  is  expected  of  any  company  in  the  private 
sector.  He  is  holding  agency  heads  accountable 
for  obtaining  and  maintaining  unqualified  or 
“clean”  opinions  on  their  agencies’  annual  fi¬ 
nancial  statement  audits.  More  than  60  per¬ 
cent  of  agencies  currently  receive  “clean” 
opinions;  heads  of  the  agencies  without  clean 
opinions  are  expected  to  attack  vigorously  the 
long-standing  difficulties  and  record-keeping 
deficiencies  that  prevent  clean  opinions. 

Reduce  Erroneous  Payments  to  Bene¬ 
ficiaries  and  Other  Recipients  of  Govern¬ 
ment  Funds:  Financial  accountability  also 
requires  assurance  that  Federal  funds  are 
being  used  for  their  intended  purpose  and  not 
being  distributed  due  to  error.  The  General 
Accounting  Office  identified  $19.1  billion  in 
erroneous  payments  made  last  year,  and  noted 
that  the  amount  could  be  considerably  larger. 
The  President  will  direct  agency  heads  to  de¬ 
velop  more  rigorous  controls  to  ensure  that 
Federal  funds  reach  their  intended  recipients 
at  the  correct  time  and  in  the  proper  amount. 
Further,  he  will  promote  the  use  of  recovery 
audits  and  other  steps  to  ensure  that  overpay¬ 
ments  are  avoided  or  returned  to  the 
Government. 

Use  Capital  Planning  to  Improve  Per¬ 
formance:  In  addition,  agencies  invest  more 
than  $40  billion  in  IT  to  support  some  26,000 
information  systems.  Technology  now  affects 
virtually  every  aspect  of  the  way  the 
Government  operates,  and  IT  investments  are 
extremely  important  to  the  success  of  e-Gov- 
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eminent  and  transforming  the  delivery  of  in¬ 
formation  and  services.  Agencies  will  use  cap¬ 
ital  planning  and  investment  control  to  pro¬ 
mote  security  and  privacy  in  the  use  of  tech¬ 
nology  and  guide  the  results  of  this  invest¬ 
ment,  and  ultimately  for  ensuring  results  from 
other  capital  assets  as  well.  The  Government 
can  thus  achieve  outcomes  from  IT  invest¬ 
ments  that  match  agency  strategic  priorities 
and  provide  real  benefits  for  the  American  peo- 
ple. 

Eliminate  Duplicative  and  Ineffective 
Programs:  The  Federal  Government  spends 
billions  of  dollars  on  programs  that  are  obso¬ 
lete,  ineffective,  or  better  performed  by  the  pri¬ 
vate  sector.  In  addition  to  obsolete  programs, 
there  are  many  overlapping  or  duplicative  pro¬ 
grams  and  agencies.  The  Administration  will 
seek  to  redeploy  resources  from  old  priorities 
to  make  room  for  new  Administration  prior¬ 
ities  by  reducing  or  eliminating  funding  for 
programs  that  have  completed  their  mission 
or  that  are  redundant,  ineffective,  or  obsolete. 

Expand  the  Use  of  Performance-Based 
Contracts:  Because  of  expanding  missions  and 
declining  staff,  agencies  are  increasingly  rely¬ 
ing  on  outside  contractors.  The  Federal  Gov¬ 
ernment  spends  roughly  $110  billion  a  year 
in  service  contracts.  The  increase  in  the 
amount  and  type  of  contracting  creates  the  op¬ 
portunity  and  the  necessity  to  move  toward 
performance-based  contracting — ^where  the 
focus  is  on  the  results  to  be  achieved,  rather 
than  the  manner  in  which  the  work  is  per¬ 
formed  or  the  “effort”  involved.  Agencies  will 
convert  Federal  service  contracts  to  perform¬ 
ance-based  contracts  wherever  possible,  saving 
an  estimated  $8.3  billion  over  five  years. 

Incorporate  Successful  Private  Sector 
Reforms  Throughout  the  Federal  Work¬ 
force:  The  current  civil  service  system  does 
not  do  all  it  should  to  reward  achievement  and 
encourage  excellence.  It  also  limits  the  ability 
of  agency  heads  to  compete  successfully  for 
high-skilled  senior  talent.  The  Administration 
will  look  for  opportunities  to  incorporate  suc¬ 


cessful  private  sector  reforms  throughout  the 
Federal  work  force. 

Making  Government  Market-Based 

Make  e-Procurement  the  Government- 
Wide  Standard:  Businesses  are  experiencing 
significant  cost  savings  by  shifting  their  pro¬ 
curement  to  the  Internet.  Savings  are  derived 
from  reduced  transaction-processing  costs, 
more  efficient  inventory  management,  and 
greater  competition  from  vendors  lowering 
prices.  In  an  effort  to  lower  costs  and  utilize 
market-based  solutions  wherever  possible, 
agencies  will  move  to  paperless  contracting 
processes  in  which  information  from  one  step 
of  the  process  is  automatically  fed  to  the  next 
step  in  the  process,  eliminating  the  need  to 
re-enter  data.  Procurement  data  will  be  linked 
to  financial  systems,  making  the  payment 
process  both  faster  and  more  accurate;  disposal 
of  excess  Government  property  will  become 
more  effective.  Agencies  will  also  expand  use 
of  “share-in-savings”  approaches,  in  which 
market  incentives  reward  contractors  who  can 
retain  a  portion  of  any  savings  that  result  from 
innovation. 

Open  Government  Activities  to  Competi¬ 
tion:  Opening  Government  functions  to  com¬ 
petition  to  the  fullest  extent  possible  is  the 
best  way  to  ensure  market-based  pricing  and 
encourage  innovation,  while  saving  the  tax¬ 
payers  an  estimate  $14  billion  over  five  years. 
Since  1998,  agencies  have  been  required  to 
inventory  their  activities  that  are  commercial 
in  nature — that  is  functions  that  are  not  “so 
intimately  related  to  the  public  interest  as  to 
require  performance  by  Federal  Government 
employees.”  In  the  past,  agencies  have  found 
that  when  competitive  bidding  is  employed, 
they  experience  average  savings  of  30  percent 
when  a  private  contractor  wins,  and  20  percent 
when  the  pubic  sector  wins.  Consequently,  for 
these  activities,  agencies  will  use  an  open, 
competitive  process  (considering  both  public 
and  private  bidders)  to  choose  the  providers. 
The  competitive  process  will  be  studied  so  that 
it  can  be  streamlined. 
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Table  S-2.  Proposed  Policy 

(In  billions  of  dollars) 
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Table  S-3.  Budget  Summary 

(In  billions  of  dollars) 
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Table  S-4.  Bridge  to  2002  Proposed  Discretionary  Spending 

(Budget  authority,  dollar  amounts  in  billions) 
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Table  S-5.  Discretionary  Policy  Initiatives 

(Budget  authority  in  billions  of  dollars) 
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(Dollar  amounts  in  billions) 
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remove  $18.2  billion  in  one-time  funding  for  the  International  Monetary  Fund. 
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Off-Budget  .  (330.8)  (346.9)  (359.5)  (367.5)  (379.7)  (392.3)  (406.1) 

1  Estimates  for  2003-2006  reflect  inflated  2002  levels,  not  a  policy  judgment. 
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